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SOME OPINIONS. 

Lord Meston in the Sunday Times (London): —“ It is a 
careful and conscientious piece of work, one of the best 
products of the economic laboratories of the new Benares 
University.” 

The New Statesman (Lo7ido?i): —■** Nothing in the academic 
world of India is more encouraging than the excellence and 
thoroughness of the monographs now being turned out. in the 
economic departments. The best of them reveal a mastery of 
research methods that is no less remarkable than their com¬ 
mand of English, and Professor Gyan Ch&nd stands with the 
best.” 

The New India (Madras) — Profcsser Cyan Oh and treats a 
complicated subjec^with'l-einarkabie case und lucidity thu- 
leading the reader with no strain whatsoever through it.... n u . 
book is the result of deep study and research, and is a mine ,,f 
information on the subject characterised, hewever. with n 0 
trace of intricacies or pedantry usually associated with such 
labours or such a subject as public finance” 
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The People (Lahore) :—“lb is an extremely lucid, impartial, 
and critical review of our financial structure as affected by the 
Reforms. Mr. Gyan Chand’s books gives in terse and simple 
language all that we need know about the public purse in 
India” 

The Pioneer (Allahabad ):—“ He (Commander Hilton 
Young) gives it a high but well-merited meed of praise, fo$ 
Mr. Gyan Chand has written an eminently readable and 
stimulating book in which he has managed to infuse life into 
what are usually regarded as the dry bones of finance.” 

The Englishman (Calcutta) 14 The author has shewn 
great ability for seizing upon the salient features, while analys¬ 
ing the economic problems.—In taking up the different parts of 
our financial machine and in resetting them he has left a 
little to be desired.” 

The Indian Journal of Economics C Allahabad ) :—“ We 
congratulate Professor Gyan Chand on writing this excellent 
book and we strongly recommend it to all those who take 
interest in the study of public finance with special reference 
to India. ” 
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PREFACE. 

This Little book consists of six Banaiili Readership Lectures 
in Indian Economics delivered at Patna in 1927. A word of 
explanation is due for the delay that has occurred in their 
publication. They were delivered at a time when my hands 
were otherwise full, and it was not possible for me to give as 
much time and attention to their preparation as 1 would have 
liked to do. I meant to revise and recast them for publication 
without changing their substance. But I found it impossible 
to carry out this intention on account of a serious and pro¬ 
longed breakdown of my health, which made it difficult for me 
to get through even my routine work. Later on the Lectures 
had to be sent to press as it was considered undesirable to 
hold over their- publication any longer ; and they have been in 
press since August 1928. This delay is regretted, more so be¬ 
cause it has not been possible to recast the Lectures. They 
are now practically published in the form in which they were 
delivered. 

Inspite of the fact that I am not satisfied with the Lectures, 
I venture to hope that the advanced students of our fiscal sys¬ 
tem, for whose use these Readership Lectures are published by 
the Patna University, will find in these pages an earnest, though 
not an adequate, attempt to approach our problems of taxation 
from a point of view which is generally neglected in our dis¬ 
cussion of these questions. They are, as a IPatter of fact, a plea 
for a new attit ude towards taxation. We have, in the past, been 
dominated by what may be called the negative aspect of 
tion. This was inevitable, as our political subjection made it 
impossible for us to look upon taxation as an instrument of 
progress and development of the dynamic bin of the community. 
But it is now time to have faith in our coining freedom, and 
address ourselves to the problem of fiscal reconstruction from 
a different and wider standpoint. The taxation policies will, in 
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an increasing measure, depend upon the exigencies of practical 
politics ; but if we realise the fact that our taxation system is 
undeveloped and must be changed if we do not want to stand 
^iil, we will create an atmosphere favourable for 3he success 

new proposals and policies. It will be taking too optimistic a 
view of the situation to assume that the change can be brought 
about soon or without strenuous efforts. But without it we 
will not be able to make any headway against our enormous 
difficulties, or rise to the height of our possibilities. If we 
appreciate this aspect of the matter, which is of such vital im 
portance to the well-being of our country, we will consider if 
our national duty to work for a new order of things in the 
domain of taxation. This point of view must, of course, first 

become effective in the universities before it can affect the 
popular view of taxation. The universities have, in order to 
play their role in the national life of every country, to be in 
advance of the times, and foreshadow changes the necessity ot 
which may not be quite evident to the general public. It is in 
our college classes that this work of reconstruction has to be 
commenced, and it is earnestly hoped that the Lectures will, 
in some small measure, stimulate the growth of this process in 
our centres of learning. 

The Lectures deal only with some aspects of fiscal recons¬ 
truction. The limitations of space and the need of maintaining 
unity of thought made it necessary to exclude a nurnbsr of 
otherwise important questions of taxation. The problems of 
federal finance, which are of immediate importance, have- 
not been dealt with at all, except incidentally at some places. 
Hiis omission is deliberate. I have already dealt with, though 
briefly, the problem of fiscal re-adjustment between the Central 
Government and the Provincial Governments in my Financial 
& U $ tern of India, and also po:i ised therein to write a book on 
the problems of federal finance. This promise has not been 
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fulfilled till now on account of my poor health, but now a book 
on the subject is already in hand, and I hope to have it 
published before the end of this year. I have already outlined 
my proposals in a Paper on ‘The Essentials of Federal Finance* 
which I read before the All-India Economic Conference at its 
session held at Mysore in January 1929. 

I am greatly indebted to Professor Y. J. Taraporewalla of 
the Patna College for helping me in seeing the book through 
the press. My thanks are also due to Mr. A. S. Patwardhan, 
M. A. , of Benares for preparing the index. 

Department of Economics, 


Patna College, * 
Patna, 23rd April , 1929 


Gyan Chctnd 
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LECTURE I. 

A PLEA FOR FISCAL RE-CONSTRUCTION. 


The necessity for fiscal re-construction is being felt all the 
world over. This is due to various reasons. The one, which is 
common to all countries, is the fact that the tax-systems are 
everywhere haphazard growths, having developed into their 
existing forms on account of the interaction of diverse historical 
forces—not the least important among them being “more or less 
thinly disguised efforts of the dominant class to roll the burdens 
on the shoulders of the weak”. The tax systems are not scien¬ 
tific in any sense of the word, and it is necessary to bring them 


into harmony with the latest developments in the domain of 
fiscal theory and practice. In taxation, as in other spheres of 
social life, a definite and conscious effort is being made in all 
countries to find an outlet for the expression of the tendency 
which seeks fulfilment in the increasing symmetry and effecti¬ 
veness of all social institutions. The appointment of a number 
of committees and commissions to enquire into the working of 
the systems of taxation is due to the widely-felt need foi ,nlr ° 
(hieing fundamental changes in then- underlying principles 
and structure. I'his natural tendency has, .ot course, been 
quickened by the financial strain caused by the war and its 
after-effects, and been further strengthened by the impact of 
new social and political ideals. The burden caused by the war 
ha- to use the words of Sir Josiali Stamp, rendered the blcmi- 
shes which were insignificant intolerable, and made u ..opera¬ 
tive to Wp ne^ sources <rf revenue. A new scale of values is 
being set up everywhere, and the fact canno. but have tar 
reaching re-actions on the fiscal institutions ot the world. Even 
before the war the new social ideals had made the revision of 
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tax-systems necessary. Now the need is urgent everywhere, 
and though the progress in the task of fiscal reconstruction 
cannot be rapid enough to be considered adequate by the enthu¬ 
siasts of the new era, it is sure to continue and will afford 
another proof of an earnest endeavour of the society to make 
its future evolution a matter of creative activity. 

The work calls for the qualities of the highest order, and can 
be successfully carried out by the combination of knowledge, 
courage, and what is more cdnstructive imagination. It cannot 
be accomplished all at-once, but it can only be accomplished by 
steadily and consistently working for a well-accepted though a 
distant goal; and reconstruction must, therefore, be the order 
of the day in fiscal as in all other social matters. 

In India the problems of taxation have received attention 
since the beginning of the national movement, but their consi¬ 
deration has been dominated by peculiar political conditions of 
the country. In a country governed by an alien power the di¬ 
fference of opinion on matters relating to taxation is governed 
more by the psychological factor than any other consideration. 
The attitude which regards all taxation as robbery is not con¬ 
fined to India, but is here accentuated on account of our political 
subjection. The governing race knowing, that it can never con¬ 
sider itself in an absolutely invulnerable positition, has to be 
exceedingly cautious in its taxation policy, and make it an im¬ 
portant principle of administration to keep the level of taxation 
as ow as possible, and refrain from initiating any measure or 
policy that runs cotmter to (fie popular ideas and-prejudices. 
The generally prevalent belief in India is that here the British 
Government has not kept taxation at a low level, and the 
limit of endurance of the people has already been reached, if 
not actually exceeded. It may be so, but it is not possible to 
go through the historical material bearing on this point without 
being impressed by the extreme conservatism of our rulers in 
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the formulation of their fiscal policies. They have been ex¬ 
tremely reluctant to try fiscal experiments or introduce new 
principles in the working of the tax-system. From 1861 to 
1916 the Indian tax-system practically remained unchanged in 
its essential features. The land revenue administration was 
made more efficient and probably more humane, but its 
basis remained the same throughout this period, and is even 
now what it was more than sixty years ago. Our tariffs 
occupied a subordinate position in our fiscal system, and, 
apart from the controversy caused by the “ ill-omened shadow 
of the cotton duties”, received very little attention from a 
ministrative or scientific standpoints. The other three impor¬ 
tant sources of revenue—excise, salt, and opium changed their 
yield but not their essential character during this period. 
Perhaps the only exception in this respect is the imposition of 
income-tax in 1886. The exception can be disregarded in view 
of the fact that the fiscal expedient found a prominent place in 


the budget of Mr. Wilson in I860, and even if that fact be over¬ 
looked, the misgivings with which it was originally imposed 
and the timidity with which it was used and administered for 
over thirty years give us another index of the unwillingness of 
our rulers to make any new and bold departure in the domain 
of taxation. The financial burden of the Ureat War ma e 

j which virtually amounted 

it necessary to introduce changes which 

to What may be celled a fiscal revolution. Customs and Income- 
Tax taken together have now become the most important sources 
of revenue, and made our fiscal system radically different 
from what it was fifteen years ago. The new principles have 
f< und their place in its structure, and may, if their significance 
„ understood, make it easier to develop it further on rlrtl 

• r, f the nroeress of ideas has been slower than that of 
lines. But th P g ^ attUude 0 f the government 

the system itself, ana i B healthy growth or a 

in this respect does not show a . > _ ^ 
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aow orientation of outlook. 

The limitations of their position make it inevitable for the 
Government to follow rather than lead the public opinion. The 
Government in India can-not be expected to have a spirit of 
adventure in fiscal matters. The fear of the unknown is bound 
to be more a potent factor than the desire to increase the yield 
of taxes or make them the instruments for the realisation of 
non-fiscal purposes. Mr. Massey in concluding his budget 
speech of 1868-69 used the following words “Lot me warn you 
against tampering with your finances. India is no place for 
sensational or empirical finance”. Tampering with finances 
i- always bad, but unwillingness to take a step forward lest it 
should lead to “sensational or empirical finance” often means 
stagnation. The attitude of the thinking section of the •• people 
in India in matters of taxation is a counterpart of the attitude 
of the Government, and is partly responsible for the unprogres¬ 
sive character of the latter. It has, of course, been mainly 
determined by the exclusion of the people from an effective con¬ 
trol of the financial policy, and the assumption that it is 
governed by considerations which are generally inimical to the 
best interests of the country. It is not possible to promote 
Clear thinking or foster the habit of taking a really broad view 
of the problems oi taxation under circumstances when it is 
taken for granted that the scale of expenditure, its distribution 
and the methods by which the public revenues are raised for 
meeting it are primarily responsible for the extreme and, as it 
is commonly believed, the growing poverty of the people. The 
belief in the truth of these propositions has almost become an 
article of national faith; and it is extremely difficult to secure 
an adequate consideration of those aspects of our tax-system 
which require a more comprehensive and therefore a more 
critical study of the fiscal questions. 

rt is nol necessary to examine at length the soundness ,,f 
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otherwise of this attitude. It is even possible to take ir for 
granted for the sake of argument that the circumstances, under 
which we are placed, make it impossible for us to adopt any 
other. That, however, does not change the fact that its effect 
on the development of our theory and practice of taxation is 
cramping in the extreme, and is an obstacle in the way of further 
progress. The general atmosphere, or to use the expressive 
phrase of a modern writer, the intellectual climate of the 
country is not favourable for the scientific study of our econo¬ 
mic questions—particularly those relating to taxation on 
account of their more intimate connection with our political 
issues. It is easy to give many illustrations of the way in 
which shallow and unsound ideas acquire currency on ac> ant 
of the all-pervasive effect of this important factor, and r: al issues 
get obscured by the clouds of passions that these questions so 
easily raise in our country. A passing reference to the contro¬ 
versy which has centered round the land-revenue in India will, 
however, do to show how we are apt to lay undue stress upon 
relatively unimportant factors in our discussion of these ques¬ 
tion-, and vi.-s the more important ones. The Indinn public 
opinion was, in tbe beginning, nursed on the beliet ir. 1 bo 
Permanent Settlement was a national boon, and it 4 -* 11 »< .)iti< lion 
in any form would mean a disaster for the rural classes. ihe 
neciuMiy 0 j general fixity and permanence ntf the land-revenue 
demand, wherever ihu had not been conceded, was- urged by 
the Indian Heti- rial r n - c-- year after year as the only means 
of ameliorating the growing impoverishment of n ie agricul¬ 
tural population. In 1893 and 1894 the Congress was of opinion 
that interference with existing Settlement would amount a 
national calamity, and as late as 19(19 its faith in iliis sovereign 
remedy as the only means of improving the unsatisfactory eco- 
nt.i n i c ' conditions of the rural classes remained unimpaired. 
The enthusiasm for the Permanent Settlement has since then 
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considerably abated, but the one outstanding feature of the 
land-revenue i. e. the fact, that it is an impersonal levy assessed 
on considerations other than the capacity to pay of the indivi¬ 
dual tax-payer, has hardly received any attention of the general 
public or the special student of the subject. The impersonal 
direct taxes have a rightful place in every fiscal system, but a 
heavy public impost which affects the interests of the over¬ 
whelming proportion of the population of a country ought to 
make a due allowance for the differences in the economic cir¬ 
cumstances of the individuals, and this aspect of the matter would 
have come into prominence as a matter of course if the public 
attention had not been engrossed by comparatively unimpor¬ 
tant considerations. The reconstruction of the land-revenue 
system is not going to be an easy matter. Tlie fact that it is 
so closely interwoven with the entire fabric of economic life in 
the villages, and the strength of the vested interests that are 
likely to he adversely affected by the changes, which may 
commend themselves to us in the interest of the fiscal justice 
or social progress, are serious obstacles, and have to he recko¬ 
ned with in every programme of fiscal reform. But we would 
not have been as far from the solution of this important problem 
as we are to-day if the last fifty years had not been wasted in 
the barren discussion of the fixity, permanent or relative, of 
the ihate demand on land as a remedy of our economic ills. It is 
not suggested that there is no connection between the deplora¬ 
ble condition of our agricultural classes and the land revenue 
system, hut it will he obvious to anyone who has an elementary 
knowledge of facts that the evil effects of the latter have been 
greatly exaggerated, and what is more to the point for the pur- 
pose of the present subject, the whole matter, has been viewed 
fi 1 m a wrong perspective and has, on that account, gathered 
round itself a mass of prejudices that can -not be easily got rid 
of it it not necessary to dwell at greater length on thi* 
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point. The whole question of land-tax reform will have to 
be considered later. Here it has been mentioned as an instance 
of the confusion of ideas in the consideration of the problems 
of taxation on account of what may be called a purely negative 
attitude in our treatment of such questions. It was natural for 
our rulers to be governed exclusively by considerations of 
practical expediency in the development of our tax-system, and 
disregard almost completely the requirements of equity, symme¬ 
try, or scientific perfection. The genius of their race and 
their position in this country made it imperative for them to 
follow this course, as it was both a path of safety and that Qf 
least resistance. It was perhaps equally natural for our public 
men to import a strong political bias in their discussion of the 
fiscal questions. They were called upon to organise and lead 
national forces against a system which left them very little scope 
for constructive thinking and none whatsoever for working out 
a well-considered policy or programme. The difficulties were 
inherent in the nature of things, and it is not possible to allocate 
the blame or responsibility for their existence. But it is useful 
now to recognise their nature and their effect on the working 
and development of our fiscal system. It will give us a clearer 

understanding of the present position, and enable us i<> Juke a 
more balanced view of the possibilities of the future. 

The arguments used against the appointment of the Taxation 
Enquiry Committee, and the vehemence with which they were 
urged in the debate, which took place iu the Legislative Assem¬ 
bly in September 1924, show how strong are the prejudices 
which cling to us in these matters. The object of undertaking 
the enquiry was, it was clearly stated by the Government, to 
reconsider our existing system of taxation and see whether it 
was not capable of improvement both in its incidence and its 
machinery. It was categorically affirmed that the object of 
the enquiry was not to raise a larger amount of taxation. Re- 
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adjustment, and not enhancement of taxation, was to be 
aimed at. The Government failed to carry conviction with the 
members of the House. One reason, of course, was the deep- 
seated belief that the professions of the Government were not 
to be taken at their face value. The personnel of the Committee 
was not considered satisfactory, and that also, to a certain 
extent, accounted for the strong opposition of the House. But- 
the main reason, which had a great weight with the majority 
of its members and led them to assume an attitude of uncom¬ 
promising hostility towards the Taxation Enquiry Committee, 
was the view that the limit of the taxable capacity of the 
people having been already exceeded, what was really needed 
was to ascertain the average income of per capita in India, and 
find out the ratio between this amount and what they are re¬ 
quired to pay in the form of taxes. This, it was asserted, would 
afford a conclusive evidence in support of the contention that 
•he growing poverty of the masses in India was due to the 
oppressive system-of taxation, and constitute a scathing indict¬ 
ment of the economic effects of the British rule in India. The 
taxation enquiry was, therefore, to he abandoned and a compre¬ 
hensive economic: enquiry instituted in its place. It was 
pointed out that an economic enquiry in order to be of any use 
would have to be prolonged and extensive, would cost a lot and 
roquiro an elaborate organization, that calculation of a figure of 
average income per head would not be easy, and even if it could 
bi' worked out with a reasonable amount of certainty, it would be 
worse i hurl useless for the purpose of the re-adjustment of tax a- 
l but all to no avail. Nothing mattered in view of the para¬ 
mount importance of resisting the insidious attempt of the 
Government to throw additional burdens on the poverty-stri¬ 
cken people, and the questions of the improvement of the 
machinery of taxation, of re-distributing its incidence, of the 
ro-ftUooatmn .of revenues could very well wait till a thorough 
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economic enquiry had been undertaken, and its results shown 
that the poverty of the people had, inspite of the efficiency of 
administration, been increasing. It is not necessary to give an 
unqualified approval to the scope and methods of the taxation 
enquiry or to the conclusions to which it has led to feel how 
ill-advised and ill-considered the opposition of the members of 
the Assembly to the Taxation Enquiry Committee was before 
it started its work, and how short-sighted they have been in 
treating its report with scant courtesy after it has finished 
its labours. The need of a thorough survey of existing systems 
has baon felt all the world over. The change in the fundamen¬ 
tal attitude towards taxation and what Seligman calls 44 newer 
and richer content of the conception of faculty”, besides of 
course, the colossal increase in public expenditure, have rendered 
that necessary everywhere. But in India there are special 
reasons why the necessity of such an enquiry should have been 
obvious to every intelligent student of our national problems.- 
The opposition to che Committee appointed by the Government 
has no special significance of its own. The opposition to 
the government measures is and will, for sometime, be a normal 
feature of our political life But the attitude, which the debate 
in the Legislative Assembly reveals, cannot but be a mat tor of 
some concern to every one who can look a little ahead, and 
realise what this legacy of the past and even perhaps an inevi¬ 
table consequence of the present conditions may mean if a 
change for tiie better does not take place in the near future 
This change has to come, and it is right that it should 
ue accelerated. Our political subjection is the most vital fact 
of our national life, and its effect on our whole mental utritudu 
is and must be very profound. We cannot emancipate ourselves 
completely from it, or refuse to allow our ideas and view-points 
to be largely determined by its influence. But it is necessary 
in the interest of larger freedom, into which we want to enter* 
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to make a conscious effort to rise above the limitations of our 
political environments, and get used to the ways of looking at 
things which are independent of the premises suggested by the 
present conditions. In Nietzsche’s philosophy the essential 
attribute of a free spirit is that it should have a taste for un¬ 
conditional, be able to transcend good and evil, and look from 
above downwards and not from below upwards. This view is 
capable of being grossly abused, but contains an element of 
truth which is not to be lost sight of. A nation in order 
to be free must surpass itself, and assume perfection which 
it may not possess, but has to attain in order to fulfil itself ; 
and this must first be done in the domain of thought before 
its effect can express itself in the growing fullness of a really 
free life. We, in our economic speculations, have allowed 
ourselves to be dominated far too much by the facts of our 
political situation. It has affected our intellectual integrity, 
and made it practically impossible for us to appreciate the 
importance of less obtrusive elements in and take a synthe¬ 
tic view of our economic problems. We have gained a little in 
general effectiveness, but lost much more in a true and full un¬ 
derstanding of these important issues. It is, it may be repeated, 
necessary to outgrow these limitations if we are to work up to 
a higher standard of efficiency in dealing with our economic 
questions ; and what is true of the economic questions in general 
is particularly true of those that relate to our fiscal system. 
We ha>?e to shake off the evil effects of the mentality which 
has led u« to attach undue importance to a few factors, and 
neglect others which are entitled to as much attention on our 
part. In theory and practice of taxation we have to bring 
ourselves in line with modern developments of the fiscal science. 
We have been standing still and indulging it: merely destru¬ 
ctive criticism, while other countries have been going ahead. 
India is not a free country and her freedom cannot be won 
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easily. But we have to create an atmosphere of thought which 
may stimulate us to intellectual endeavours worthy of the citi¬ 
zens of a free state. The repeated recital of the sins of others 
is not an assertion of our coming freedom but its negation* and 
an index of our intellectual ineptitude. It is not suggested that 
we have to lose ourselves in abstractions or turn away from the 
unpleasant facts of our political life. This is not a plea for any 
metaphysical theory of taxation. The programme of fiscal 
reconstruction must be pre-eminently practical and, therefore, 
related to the cardinal facts of our national life. But it will not 
do to cultivate a purely negative attitude in fiscal matters. 
We have to build for the future, and it is, therefore, a matter of 
utmost importance that we should not have any obsessions. 

The one object of fiscal reconstruction which is dear to the 
heart of the tax reformers in every country is that of equity. It 
is an object to which everyone can render lip service, but* as 
it is well known, the difficulties and differences arise as soon 
as an attempt is made to come to a closer grip with the issues 
vrhich it presents. Tolstoy in bis well known book My Re¬ 
ligion speaking about Henry George’s proposal expresses his 
agreement wilh its object, but goes on to say “ Of course f 
do not hold with George about taxation of the land. If you 
could get an /els from Heavens to administer the taxes from the 
land, you might df> justice and prevent mischief. I am against 
all taxation”. This view, in the case of Tolstoy, was the out 
come of his absolute lack of faith in political institutions To 
him Government was a mere phantasmagoria, and nations and 
states “ but fine names invented to conceal the plundering of 
honest people by dishonest officials’*. But one need not bo an 
anarchist to feel utterly sceptic about the possibility of realising 
justice in taxation, for a closer study of the question has a 
very sobering effect on our enthusiasm for fiscal equity. s 0 
much, of course, depends upon the point of view, and when & 


mtsr#y 


( 12 ) 




conflict of interests arises, it is easy to formulate a convenient 
principle or interpret it in a way as to make it practically a 
measure of self-protection. The application of the principles 
about which there may be general agreement of opinion is 
extremely difficult under the complex conditions of to-day. 
The strong words used by Sir Josiah Stamp in his evidence 
before the Royal Commission on Income Tax in condemning 
44 the wanton and bigoted' way in which persons obsessed by 
certain mathematical ideas urge the sacrifice of all practical 
points to their lust for algebra ” are a warning not only against 
the indiscriminate use of curves and other mathematical 
de\ices, but also the disregard of the common sense and 
instinctive judgement of the people upon which so much 
must depend. Equity must necessarily become a somewhat 
elusive object of pursuit when of many alternatives that one 
can adopt it has to be said “One may be as right as another 
for all one can say”. The existence of the central, the provincial, 
and the local governments is another difficulty in the way of deve¬ 
loping a system which may answer fairly well the requirements 
of fiscal equity. It is a commonplace of the writers on taxation 
to say that the problem of justice should be discussed from the 
point of view of the system as a whole and net merely of 
the individual taxes. That is so, but, to use the words of Lutz, 
amidst the welter of taxation imposed by different authorities, 
imposed on all manner of different bases, and for purposes that 
arc some imes widely diverse and again overlapping” there is 
a little possibility of the entire tax-burden being adjusted to 
any theory of fiscal equity. And when to these considerations 
is added another i.e. the intricacy of the process by which 
taxes are shifted and how very difficult it is to trace rheir 
ultimate incidence, (a point which will be developed at some 
length in the last lecture of the series ) one realises th$t Col- 
berU&P f ormula, which Requires-.plucking the goose with little 
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squealing as possible, does not perhaps merely show the cynicism 
of its author, but is a maxim of taxation born of true knowledge 
and wide experience of the facts of the case. But inspite of 
all these considerations the principle of equity is not a merely 
will’-o-the-wisp of the tax-reformer. It cannot be embodied 
into the tax system with the finesse of an artist or pursued with 
the undaunted zeal of an evangilist. The practical limitations' 
of the case have to be carefully borne in mind if it is to be applied 
wisely and well. But that it is an object, which should be 
steadily kept in view and carried out with a thorough under¬ 
standing of Os first-rate importance, is an elementary fact which 
no student of taxation can afford to forget. It is rightly be¬ 
lieved that in the reconstruction of the fiscal system of India, 
there is ahno: r an unlimited scope for a wider application • 
the principle of equity ; and if this belief is duly tempered by 
an appreciation of the difficulties which have to be confronted 
in carrying out this object, nothing but good can come out of 
giving it a wider currency. It will give the necessary motive 
power fo r carrying out the required changes, and render it 
easier for u> to make up for our past sins. Sir Basil Blacket in 
his speech in the Legislative Assembly on the motion i tbo 
suspension of the taxation enquiry drew a distinction between a 
scientific and more scientific system of taxation, and pointed 
the futility .1 attempts to introduce a scientific system of taxa¬ 
tion. All that could be done was, he said, that the system 
could b9 more scientific than it had been in the past. The 
significance of the distinction was lost on the House, and one 
of the members remarked that, endeavour to make the system 
more scietiftc implied a tacit assumption that it was scientific 
already. The distinction is important, and based on a pro¬ 
found insight into the real character of taxation. It i 8 
possible to make every tax-system more scientific and therefore 
more equitable. In India there is plenty of room for progress 
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in this direction. But a tax system which will satisfy the ri¬ 
gorous tests of scientific perfection, and be utterly and entirely 
equitable may, like the Platonic arclitypes, be a source of ins¬ 
piration for the students of taxation and fiscal reformer, but 
cannot be established here down below. 44 It is ” to use the 
words of the Finance Member “ very difficult to extend science 
into all the psychological regions which taxation invades 
Tn India we should be content if we can explore all possible 
methods of making our system of taxation less illogical than it 
is, and give a freer play to the considerations of fiscal equity. 
This work will give adequate scope for the expression of our 
reforming zeal, and should, if carried with proper care and 
intelligence, make it possible for us to improve our heritage, 
and lay the foundations for the future truly and well. 

The recent developments in the theory and practice of taxa¬ 
tion have given a wider connotation to the principle of equity. 
The newer elements in this conception are still not quite wall- 
defined. Even the most competent students of the subject are 
only aware that they are just visible above the intellectual 
horizon, and have to give place to them in their treatment of 
the different problems with a considerable amount of reserve. 
The controversy about progression having been settled every¬ 
where by the logic of events, the next phase in the develop¬ 
ment of fiscal theory will probably be a careful application of 
maxinuim aggregate sacrifice formula which is just at present 
merely a theorem of what may be called ‘pore’ economics. ‘It 
will, in the words of its author ‘carry us very far in the direc¬ 
tion of socialism’ and has, therefore, to be used with great 
caution in order that production may not fall off by any 
precipitate action The agitation carried on by the single 
taxers has enriched the content of the conception of equity 
by laying stress on the elements of privilege and surplus 
a 4 ;U • criteria of ability. Noblesse oblige has, in a new sense, to 
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be made not merely a principle of social conduct but also a 
maxim of taxation. The ownership of wealth carries with the 
privilege of controlling the productive forces of the community 
lor personal profit which can very well be made a proper 
basis of assessment. The individuals and corporations enjoy 
other special privileges which justify their being made liable 
to special taxes. It is possible to regard this development as 
a partial revival of the benefit theory of taxation, but it is 
more correct to take it as an evidence of increasing emphasis 
on the social aspect of fiscal facts. A fuller analysis of the 
concept of the diiferntial taxation of incomes, that are social in 
their origin, has thrown light on the essential fact that there 
is an element of surplus in all large incomes, though it can not 
always be assumed that the amount of this surplus varies in 
direct proportion to the size of income. Marshall’s oft-quoted 
remark, that rent is the leading species of a genus and not a 
genus by itself, is one of the most illuminating statements 
about the present economic life. It recognises the importance of 
conjuncture in the determination of all incomes, and amounts 
to a denial of the right of the individuals to claim absolute and 
exclusive use of their earnings. Hobson has been so much 
impressed with this aspect of the economic Jffe as to propose 
that the entire structure of taxation be erected on the basis of 
functionless surplus. The attempts, that have been made ip 

recent years to impose special taxes on ‘windfalls' « 

axci , are a practi¬ 
cal illustration of the fact that the different countries arc f 

ling their way in this matter, and would go farther and apply 
the principle of taxation of surplus on a large scale if prodno 
live surplus could be clearly distinguished from non-produc¬ 
tive surplus. It is not possible to divide the earnings of most 
individuals into two parts from this point of view The 
practical difficulty is there, but does not affect the essential 
soundness of the proposals to reach the surplus or the “unoar* 
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necl ” element in the incomes of the individuals for the purpose 
of special taxation. With the division of the economic society 
into non-competing groups, and the existence of all kinds of 
privileges which carry with them special opportunities, it is 
fair that the possibilites of making surplus as an important 
basis of taxation should be more fully explored. There is 
another development in the domain of social science which 
has a significance for the students of fiscal questions. The 
necessity of laying down a standard of “ national mimimum, w 
not only in the payment of wages, but also in the working of the 
entire economic life, has been widely accepted. The socialists 
have been pressing for this reform all these years, but now 
even more orthodox writers like Hobhouse and Laski have 
given their cordial approval to this principle of working for 
what the former calls civic minimum in the organisation of 
national life. The bearing of this view on fiscal theory, of 
course, is that it changes the basis of exemption limit from the 
subsistence level to efficiency level, or as Mr. Svdeny Webb 
has said “The fundamental reason for any exemption limit 
is the paramount necessity of not trenching by taxation on the 
standard of life necessary for maintenance of the tax payer 
in the fullest industrial and civic efficiency.” It is highly 
improbable that any country will go far enough in the practical 
realization of this object. The difficulties, which have to be 
met and overcome, are almost insuperable. But if it is conceded 
that the demand for the introduction of national minimum is 
inherently just, it will re-inforce the case for a liberal treat¬ 
ment of the lower classes in the distribution of the burden of 
taxation. Tile practical utility of these considerations is some¬ 
what limited. They cannot be reduced to formulas or elaborated 
into definite rules for the guidance of the fiscal reformer or the 
tax-collector. But they are nevertheless very important. Tn 
£ti<Uu. Umiso and f i .nilan^pectH of taxation have not as yet 
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received sufficient attention, but if wo are to keep abreast of 
the times, it is necessary to incorporate them in our fiscal 
theories, and they will in due course get embodied in the 
tax-system of the country. In other countries they have 
already passed through the preliminary stage of speculative 
study, and are, as the phrase goes, in the air. There the process 
of their precipitation has also commenced, and though it can¬ 
not, for reasons which must be obvious to everyone who knows 
what it means, be very rapid. We, in India, have still to bestir 
ourselves even intellectually to get into the frame of mind 
which prepares the nation for such changes, and thereby makes 
them almost inevitable. It is time that we should begin to work 
for a new order of things in this respect. 

Professor Seligman has in his recent writings laid consider¬ 
able stress on the social as distinguished from the individual 
stand-point in taxation. The distinction as developed by him is 
subtle, and cannot be easily elucidated. He accounts for a 
number of recent developments in taxation by reference 
to the social theory of fiscal science. According to him the 
continued usa of indirect taxes and imp8rsonil direct taxes in 
all countries as important sources of revonuo is duo to i ho 
practical effect of the acceptance of the social theory of taxation. 
It may appear to some that the fact is due to the stress of fiscal 
necessity, or even perhaps disregard of social considerations 
in the working of the tax-systems. But the distinction has a 
negative meaning which is of some importance. It i s generally 
assumed that justice in taxation can be done by assessing each 
individual directly. The suggestions have been made for 
exclusive reliance on direct taxes -mainly income lax - tor 
meeting the fiscal requirements of the public authorities. It 

has to be recognised that apart from the administrative difficul¬ 
ties of assessing and collecting direct taxes on small incomes, 
the principle underlying these proposals is inadequate in itself, 
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and does not comprehend all the elements of justice in taxation. 
In India we have to develop direct faxes further and reduce 
the relative importance of impersonal taxes—both direct and 
indirect—in our tax-system. That, however, should not lead 
us to the conclusion that all impersonal taxes are wrong in prin 
ciple, and have to be recognised as necessary evils, the extinction 
of which should either be a question of time or of the political 
education of the tax-payers. The impersonal taxes have to 
be with us not merely because we cannot do without them on 
account of fiscal or practical reasons, but also because they 
have a place of their own in every well-rounded tax-system, 
and their abolition is undesirable on that account. They must 
occupy a pre-eminent position in local taxation, and cannot be 
relegated to the back ground even in national taxation. It is, 
therefore, inexpedient and undesirable to take it for granted 
that they have no future in our tax-system. 

The use of taxation for effecting a re-distribution of wealth 
has received the sanction of theory and practice in all countries. 
There are eminent fiscal thinkers like Sir Josiah Stamp and 
Secretary Melon who are not willing to countenance the use 
of taxation for rectifying the inequalities of distribution. They 
are not at any rate prepared to go to the length of making it 
a primary object of taxation. Their view is that the assumption, 
that ‘‘differences in wealth and ability have some ethical or 
economic warrant behind them’ 7 , is necessary for formulating 
and developing a sound taxation policy. But the spirit of 
times is against this optimistic contention. The present social 
order is on its defensive, and the world conscience is very un¬ 
easy about it. It is not possible to create a new heaven on 
earth by some heroic measure, and certainly not by taxation, 
but it would be a mistaken policy not to make use of taxation 
avowdly for the purpose of mitigating some of the existing 
evil* on account of the possibility of its economic consequences 
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to the dynamic life of the community being disasterous. The 
fiscal measures will only be palliatives and not preventives, 
but the situation is admittedly critical, and it is a matter of 
urgent necessity to help the process of social re-adjustment by 
the use of suitable fiscal expedients. The risk of taking no 
notice of this imperative need in the development of the tax- 
system is much greater than that of going too far. In India 
it was till recently generally assumed that the problems of 
production are much more urgent than those of distribution. 
It has begun to be felt by the most advanced students of our 
national life that the facts do not bear out this conclusion, 
and it is necessary to give a new setting to our opinions on 
the subject. India is the land of appalling poverty, but it is 
also the land of glaring inequalities of distribution. The contrast 
between the extremes of poverty and riches is as great here as 
anywhere in the world, and the necessity of working for a new 
social order quite as urgent on that recount. Fiscal recons¬ 
truction in India, as everywhere, is to be a part of the general 
social reconstruction, and has to be carried out with a view to 
reduce social dish mnony as far as possible. The need of making 
use of taxational an instrument for the re-distribution m woalr.fi 
has to be considerably emphasized in India.. 

Modern economic life has, on account of its complexity, bro¬ 
ught the administrative aspect of taxation to the fore in all 
countries, and the committees and commissions appointed by 
different governments have had to devote a great deal of attention 
4o the removal of the administrative imperfections of the tax-sys¬ 
tems. The tenets of certainty and economy have been discussed 
by the writers on fiscal science since the days of Adam Smith, but 
the integration of economic life, and its increasing diversity have 

enhanced their importance, and made their practical application 
very difficult indeed. Though in India the problems of efficiency 
have loomed much larger than those of justice in the development 
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of our tax-system, there is a plenty of room for improvement in 
the methods of assessment and collection of our taxes. The 
advent of democracy in the country makes it all the more neces¬ 
sary to safe-guard the interest of efficiency in the future evolu¬ 
tion of our tax-system. Administration is a sore point of 
democracy everywhere. In India where the word efficiency has 
acquired a re-actionary odour on account of the frequency with 
which it has been used by the opponents of our national aspira¬ 
tions, it is likely that it will be some time before it finds much 
favour with those who are in the vanguard of national progress. 
The credit of the tax-collector stands very low in thA public 
estimation here. The use of the inquisitorial methods cannot 
be justified in the name of efficiency, and of all the petty 
tyrants, who abound in our country, the revenue underling 
is perhaps the least desirable. It is, therefore, necessary to provide 
adequate safeguards against the excessive zeal of the tax-officers. 
All these considerations, however, do not weaken the validity 
of the argument that administrative efficiency is an essential 
condition of the success of all fiscal measures, and when it is 
not or cannot be achieved, the inherent merits of a tax cannot 
save it from becoming 4 a traversty of its real self in actual 
practice. The technical perfection of our tax-system is a matter 
of supreme importance, and is worthy of the careful considera¬ 
tion of our fiscal reformer. 

In the last generation general attitude towards taxation 
has undergone one remarkable change which needs to be 
stressed in India. “ It is, ” to use the words of Professor Selig- 
man, ‘ no longer regarded as a burden to be exacted from the 
unwilling victim, but as a contribution cheerfully rendered 
by those who are alive io the sense of collective responsibility 
implied in the very conception of democracy This change is 
very well reflected in the statement made by Sir Leo Money 
Wfor* fh« linynI dermi ioion on Income tax. " The Income-Tax 





when I pay ”, ho said, “ I consider it to be one of the cheap¬ 
est purchases I make, it buys me citizenship, it buys me safety, 
it buys me security* To write that out of income and say that 
I do not get value for it, if you will forgive my saying so with 
respect, I cannot imagine any thing more absurd”. The change 
is not as general as it would appear from these quotations, and 
the mien of tax-gatherer is, as it has always been, harsh every¬ 
where. But the theory, that money necessarily fructifies in the 
pockets of the people, and the ideal, that the Finance Minister 
has to work for is to make tho lovol < -f taxation as low as possible, 
have been definitely abandoned. It is realised that co-operative 
expenditure is not only a necessity under modern conditions, 
but also the best investment for the individual and the nation 
The true economy does not, therefore, consist in reducing 
expenditure and remmitting taxation, but in developing the 
material and moral resources of the country by a judicious outlay 
of public revenues. The principle of maximum social advantage 
in most cases points to the necessity of transferring n ational 
income from individual to collective channels, and of promoting • 
the well-being of the people at large by a woll-consid. r <d pniii’j 
of national development. This does not imply a faith in the omni¬ 
potence and omniscience of the State. The trend of modern 
political thought is away from 1 !• •» loviitlum <>r Hegelian 

doctrine of General Will, which make state a supferorganism 
of indefinite and infinite power. The common belief, how¬ 
ever, Ls that, to quote from Brown, “ the Primary purpose .if 
State is life, its plenary purpose is good life ”, and u is in (he 
interest of the community to organise its social life on a m i.< 
intelligent and efficient basis. Taxation from this point or 
view becomes the means by which the society turns iis resources 
to host accouut. It is not to be treated merely as a deduction 
from the income of the Individuals for which they get poor or no 
return. We, in India, are not suffering from an excessive 
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distrust of the activities of the State. The charge, which is 
generally laid at our doors, is that we consider State to be a fairy 
god-mother who is going to confer all kinds of boons on us 
without our having to work for them. There is an insistent 
demand for government intervention in many directions, and 
very little belief in the efficacy of private initiative. But 
it is not realised sufficiently and clearly that government expen¬ 
diture means government taxation ; and it is not possible to 
combine a high level of one with low level of the other. This 
is due to the popular misconception which attributes a kind of 
mythical character to the public purse. It is believed that it 
is somehow very long, and we can dip into it indefinitely 
without reaching its bottom. This belief is not confined to 
India, but, as is welt known, there are special circumstances 
hero which account for the firm hold that it has acquired on 
our minds. Mr. Gokhale in his budget speech of 1906 reviewing 
the surpluses of the preceding years pointed out their evil 
effects on the welfare of the paople and went on to say “ With 
such a plethora of money in the exchequer of the State, the 
level of expenditure was bound to be pushed up in all directions. 
Economy came to be a despised word, and increased establish¬ 
ments and revised scale of pay and pensions for the European 
official h became the order of the day”. The sentiment expres¬ 
sed in these words gives us the explanation of our belief that in 
India, more than any where else, the true governing principle of 
our finances must be, to quote from Mr. Gokhale once more, “ to 
keep the level of taxation as low as possible so as to leave the 
springs of the national industry fmo play and room for unham¬ 
pered development”. Thefaci that the destiny of the country is 
not in the hands of the children of the soil, and a very large por¬ 
tion of our public expenditure is incurred for purposes uncon¬ 
nected with Urn material r moral advancement of the nation, is 
an factor in determining our general Attitude towards 
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taxation. An irresponsible government cannot expect to receive 
ready assent of the people to the proposals for increasing 
revenue, as it is known that money is not likely to be spent 
for objects of real public utility. In India the Government 
expenditure is a by-word for waste and extravagance, and it is 
impossible to create a more re-assuring atmosphere under the 
present conditions. The difficulty is real, and it is not easy to 
suggest measures by which it can be surmounted. It is 
nevertheless necessary in the best interests of the country that 
the public should be educated to a belter appreciation of the re¬ 
alities of the situation. We are passing through a period of 
transition. India is a democracy in the making. The old re¬ 
gime cannot pass away at once, and will not pass away soon. 
But we have to prepare ourselves for a new order of things. 
New habits of thought have to be acquired on the assumption 
that freedom, for which w.e are striving, will be ours if we are 
really worthy of it. We have to outgrow the mentality that 
assigns to us the role of indiscriminating critics of the policy 
and actions of the Government. We have already some scope 
lor the exercise of our constructive ability ; it is likely to become 
wider with the passage of time. It is our duty to our¬ 
selves inteileetu. ■ >riunitI bb of a more oifeotive wo 

that must come to us. It would bo a folly to assume identity of 
int crests between the Government and the people, and adopt 
less vigilant attitude towards the former. The need of the ^ 
is not a more quiescent outlook, but one that may make U s nmc.] x 
more wide-awake and alert in the handling of our public iss lu > • 
We have, however, to work off the effects of having brouthud .«<! 
long in an atmosphere of inferiority, and rise to the height of 
our possibilities by showing a truer understanding of the essen- 
tiuia of our problems. In taxation, as in all other mat ters of 
national importance, we have to cultivate the right sense of 
proportion which may enable us to face the facts of our present 
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situation without allowing our vision of the future to be dimmed 
by them. Development of the country necesssitates an out¬ 
lay of larger resources. Funds for the purpose may partly 
be found by greater econ >my so far as it is possible for 
us to enforce it. That, however, will not carry us very far. 
The necessity of increasing public revenues by the fullest deve¬ 
lopment of the existing taxes and the introduction of the new ones 
cannot be obviated. The common belief that we have already rea¬ 
ched the limit of taxable capacity may be correct, but it will be 
extremely short-sighted to starv'3 vital services of the coun¬ 
try by banning all proposals for further taxation. The point of 
view which dominates the discussion of all questions of taxation 
needs to be modified. Recently the Punjab Legislative Council 
had the opportunity of choosing between the reduction of water- 
rales and more liberal expenditure on nation-building activi- 
vities, and it preferred the former course owing to the 
prevailing belief in the propriety of reducing the existing level 
of taxation. We have by pressing for the abolition of the 
Cotton Excise Duty, demonstrate 1 our willingness to forgo the 
reasonable certainty of increasin • the provincial resources for 
education and sanitation by about 3 crores f or the sentimental 
satisfaction of redressing a historic wrong. Our local bodies 
all over the country are marking time on account of their slack¬ 
ness in the assessment and collection of taxes and extreme 
reluctance to make full use of even their present powers of 
taxation. J he present level of expenditure on services, which 
have at best a utility from static standpoint, is unduly heavy, but 
the prospect of our being able to reduce it in the near future 
is so very remote that it is not worth while to count upon it for 
**P our public authorities for dynamic 

purposes, fndi i not being a democracy yet, the sense of collec¬ 
tive responsibility, which is implicit, in i s <.oncont ion, cannot be 
Winterer! rapidly enough to apntw'-Up.iU) even iuadthjuately to 
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the ideal of making the payment of taxation a civic duty, if not 
a civic privilege. The need of developing the potential re¬ 
sources of the country is, however, urgent enough to make it 
desirable for us to put in an earnest end savour to divert a larger 
proportion of national dividend from individual to collective 
channels , and if that is to be done, we ought to assimilate our 
general attitude towards taxation to the one which is gaining 
ascendency in free countries. Even there it has not permeated 
the common consciousness of the people to any considerable 
extent. Here progress will be slower on account of the special 
exigencies of our national life. But if wc understand the real 
and ultimate interests of our country, it is necessary for the 
progressive elements in the community to give it a right lead 
by pointing out the futility of regarding taxation as such an un¬ 
mitigated nuisance. Time is ripe for giving up the slogan 
ot low taxation as our national cry. It is an obstacle in the 
way of our social and intellectual progress. 

The arguments relating to taxation raise fundamental issues 
°* social philosophy, and its effects are co-extensive with the 
entire social life. “ Taxation ” in the w >rds of Prof. Ely “ may 
create monopolies, or it may prevent them, it may diffuse wealth 
0r it may concentrate it, it may promote liberty or equality 
of rights, or it may tend to the establishment oi tyranny and 
despotism, it may be used to bring about reforms or it may 
be laid so as to aggravate existing grievances or foster hatred 
or dissension among classes. Taxation maybe so controlled 
by the skilful hand as to give free scope to every opportunity 
\ or the creation of wealth or for the advancement of all other- 
interests of states and cities or it may he so shaped by the 
ignoramuses, so as to place a dead-weight on a community in 
race of industrial supremacy • The non-fiscal aspect of 
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amount of earnestness with which some spec ific taxation pro¬ 
posals have been advocated, and the idealism that has been im¬ 
ported in controversies which they have given rise to, put them 
on par with the movements that have stirred men to the inner¬ 
most depths of their being. The advocates of single-tax on the 
surplus value of land held out the prospect of a social millenium 
as a result of the adoption of their proposal. Mr. Lloyd 
George characterised his “ Peoples’ Budget ” of 1909, in which, 
as it is well known, land value duties figured so prominently, 
as a war budget- a budget which was to be the beginning of an 
implacable warfare against poverty and squalidness, and which, 
according to its author, was“to make poverty and wretched¬ 
ness and human degradation, which always followed in its 
camp, as remote to the people of England as the wolves 
which once infested its forests The tariff reformers have 
been inspired by the visions of imperial unity and cohesion, 
and the protectionists of every country have, of course, consi¬ 
dered their policy absolutely essential for its economic ’regene¬ 
ration. The history of taxation is full of instances of the rise, 
decline and fall of the movements of tax-reform, which in their 
inception and early career were sustained by the most buoyant 
hopes. The different phases, through which they have passed, 
have a very important lesson for us. The work of fiscal 
reconstruction has to be taken seriously in hand, and its 
social significance carefully borne in mind. We have to do 
this with a full conviction that the tax-reformer is not only 
concerned with the adequacy or otherwise of public revenues, 
but is also a craftsman of the new social order. No object is 
ulterior to taxation which can be shown to be conducive to the 
highest good of the community. The conviction should, how¬ 
ever, be combined with a proper appreciation of the limitations 
of taxation. It is idle to expect that it, by itself, can effect a 
revolution or change the whole social life out of recognition. 
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It can be a social engine of very great power, but it cannot be a 
panacea of all ills. In India, just at present, there is no danger 
of the country being swept over by the fervent ardour of a 
new fiscal gospel. The enthusiasm, which is necessary for 
starting or conducting a movement of this character, is entirely 
lacking, and cannot be created for sometime to come. This fact 
makes it unnecessary to sound a note of warning against the 
possibility of pitching our expectation too high or allowing our 
zeal for fiscal reform to get the better of our practical wisdom. 
It is, nevertheless, worth while to remember that in other 
countries the tisciil reformers have often raised false hopes and 
thereby done a great disservice to the cause of fiscal recon¬ 
struction of the right kind. We should profit by the experience 
of other countries and not repeat the same mistakes here. 




LECTURE II 


DIRECT TAXES—THE INCOME-TAX. 


The movement from indirect to direct taxation is considered a 
significant sign of the times. There are fiscal reformers who are 
working for the ultimate repeal of all the indirect taxes, for the 
feeling has grown since Lassale called them taxes on working 
classes, that a real democracy, which wants to hold the scales 
even between different classes, can have no use for these 
crooked taxes. As experience has shown the impossibi¬ 
lity of making the indirect taxes really progressive, increas¬ 
ing reliance on direct taxes is held to be absolutely essential 
in the interest of equitable distribution of tax-burden. Their 
educative value in a country, where the bulk of voting power is 
in the hands of the masses, is considered a reason for making 
them as universal as possible. One writer has justified even 
the retention of poll-taxes in the fiscal system of America, ins¬ 
pite of their limited yield, on the ground of their being the best 
means of bringing home to every adult citizen a consciousness of 
the existence of government and his obligation to contri¬ 
bute something for its support. Mr. Harold Cox is of opinion 
that payment of direct taxes should be made a necessary qua- 
liHention for exercising political franchise, and is so strongly 
convinced of the soundness of his view that he is prepared to 
go so far .is to carry out a measure for its practical application 
even at the risk of a serious social convulsion; and lie confidently 
asserts that in life we have first of all Ao think what is right 
and then secondly think what is practicable The i>< »nts of 
view, from which these arguments in favour of direct taxes are 
urged, are widely divergent, and reveal the effect of class consci¬ 
ousness which is now such a vital factor in all fiscal speculations. 
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The feeling in favour of direct taxes has grown in volume 
and strength, but complete extinction of indirect taxes or 
their reduction to a position of insignificance is not a practical 
proposition. The social and political conditions, however, render 
a larger recourse to direct taxes necessary. In most countries 
their development can be justified on the plea of compensating 
for the regressive character of the indirect taxes. Progress in 
administrative methods has made many reforms practicable 
which were regarded only desirable a few decades ago. Direct 
taxes have, therefore, a great future before them. 1c would, how- 
ovnr. o. r i;- i i ‘ predict that the indirect taxes have had their day. 
The fiscal necessity gives them an important place in every fax- 
system, and administrative limitations have not ceased to h vc 
a practical bearing on the choice between these alternatives. 
The view of Seligman, that social point of view in taxation not 
only makes their use necessary but also desirable, has already 
been mentioned. In India there is almost unlimited scope for 
the development of direct taxation, and the danger of fiscal 
equilibrium^ being upset on account of its indiscriminate exten¬ 
sion is so remote that it need not be seriously considered. n 
Recent changes have not in any way impaired (he position cl' 
indirect taxes in our fiscal system. The feeling against direct 
taxes, tbout which SO much was said in our earlier controver¬ 
sies, though not ineradicable, is deep-rooted enough to serve as a 
brake on any tendendv towards their unduly rapid development 
It is much more necessary to have a bias in favour of direct 
taxes than against them. The lee-way, that has to be made up 
before direct taxes come to their own in India, makes it a 
necessary part of our intellectual equipment for a proper appre¬ 
ciation of their real position in our tax system. 

The distinction between direct and indirect taxes is not 
clear cut. A closer economic analysis has almost destroyed 
its scientific validity. But Income-Tax is j)%r o.vceUenre a direct 
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tax, and may, therefore, be first considered. Sir Auckland 
Colvin in his budget speech of 1886 quoted the well-known 
aphorism of Burke, which had also been quoted by Wilson in 
1860,—the aphorism which says “ It is difficult to tax and to 
please as it is to love and be wise”, and described the impres¬ 
sion that the study of the earlier debates upon direct taxation 
had produced on his mind in the following words. “ The 
financial history of the last twenty-five years is strewn with 
skeletons of discussion on direct taxation, and more than 
one of my predecessors is gibbetted on that dismal Golgotha for 
the part which he took in connection with it. It has been my 
duty, in the course of my studies on the subject of direct taxa¬ 
tion, to read again lately the various debates upon the much- 
vexed subject in which, at different times, my predecessors 
took part during the twenty years between 1860 and 1880. I 
have in truth just emerged from them like Aeneas visiting his 
ancestors in the Shades, and I am still overcome and over¬ 
whelmed with sulphrous atmospbero in which I have lately 
been groping my way, atmosphere from whose flames no light 
but rather darkness visible, regions of sorrow, doleful abodes, 
where Peace and Rest can never dwell. So that f am nor likely 
to underrate the oppressive climate of the region into which 
[ am doomed to re-enter, and in' ) which I must invite the 
council to follow me ” This description, though somewhat 
overweighted with classical references, is vivid enough to 
enable us to get a realistic idea of the different phases of the 
history of income-tax from 1860 to 1886, and understand the 
attitude of the author of the Act of 1886 which gave to if a 
permanent place in our tax-system. Three successors of Wbi-<>n, 
it is well known, were bitterly opposed to the in* reduction of 
income-tax in India. It was Laing, his immediate successor, 
who oh&rft£1 erised it k about as bad and obnoxious a mode 
of raising revenues as it i- possible to imagine in a country 
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like India.” Treveleyan, who came after him, had already 
suffered for having committed errors of indiscretion owing to 
the intensity of his conviction that it was wrong to make 
any experiments in diret taxation in india. Massey, the third 
Finance Member after Wilson, condemned the erection of 
machinery for the administration of income-tax as a standing 
menace to the people, who would regard it with extreme dread, 
horror and repugnance. The opposition to income-tax in the 
early years of its career is not a peculiar feature of its history 
in India. When it is remembered that in England it was 
not till 1890 that jjieome-iax was regarded as a permanent part 
.a her revenue system, and early attempts to impose it had 
been keenly resented; and in America as late as 1894 in the 
Congress its introduction was opposed on the ground that it 
would put a premium on perjury, corrupt the people, bring in 
its train the spy and informer and was contrary to the tradi¬ 
tions and principles of republican government ; it is not difficult 
to understand why in 1886 the Finance Member in India felt 
that in proposing the imposition of income-tax as a permanent 
measure, lie was treading on a very delicate ground. The n 
oppositi on to a new' fiscal device by classes, whom it ad¬ 
versely affects, is easily in-elligi Me. The natural repugnance of 
the classes concerned was, however, not the only cause of the 
grave i ; ^hodings with who > it introduction was viewed in this 
country. It was re-in forced b> an apprehension of some 
members of the Government that it wa.uld make their rule 
more unpopular, and give an instrument to the disaffected 
Hasses to foment disconleni and disseminate sedition. Sir 
Auckland himself expressed a hope in 1886 that in India, as 
elsewhere, gro-. change v<>uld take place in due course in 
Public sentiment towards the measure, and time would wear 
down, if not entirely efface, the edge of the objection regarding 
its inquisitorial character. Now' income-tax has been a part 
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of our fiscal system for over forty years, and it has, since 1916, 
occupied a more pre-eminent position in its working. The least * 
thai can be said about ii is that it has now worked its way upto 
the point at which it is considered a desirable and necessary 
constituent of our tax-system. The political atmosphere of 
the country is not more favourable now than it was in 1886, 
but in other respects there is nothing in the present situation 
which need cause any misgivings about the future of income- 
tax in India. The Act of 1922 has put it on a more assured 
basis. It has improved its technique, and increasad its scope 
and effectiveness. The tax can and ought to be further develo¬ 
ped. 

The fiscal conception of income is everywhere more limited 
than the economic on account of reasons of administrative 
convenience, and the Act of 1922 does not raise any difficult 
issues so far as the definition of income is concerned. It enume¬ 
rates the different items of taxable receipts, and in this it keeps 
as close to the conception of actual money income as possible. 
Those elements of income, whicji are an undoubted means of 
economic welfare, and have, therefore, a bearing on the ability 
of the tax payer but whose money’s worth cannot be easily 
calculated, have been excluded. The exception made in the 
case of self-owned or rent-free residence is in accord with the 
fi'- d practice in the United Kingdom and other countries, and 
oni.. confirms the importance of administrative considerations 
in framing the definition of taxable income. The business de¬ 
ductions allowed in respect of depreciation, insurance premia, 
repair charges, interest on o ap’/,al borr >wel or raised by deben¬ 
ture for the calculation of taxable income are, of course, justi¬ 
fied by the elementary consideration of assessing the liability to 
tli*:t tnx by net income as distinguished from grey s income. It 
is well kiv-wn that in actual practice tba work *f making these 
deductions is far from ample, and requires a high order of 
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ability, and considerables experience on the part of the assessing 
officers. More intimate contact with the actual conditions of 
different trades and industries, better training in the theory 
and practice of accountancy, and larger experience of the 
working of the measure will enable our young officers to 
cope adequately with the practical difficulties of assessing the 
net incomes. There is one other consideration, however, which 
further limits the meaning of income for this purpose, and 
which has some theoretical interest and importance. The 
definition of taxable income exctudos all casual gains on the 
assumption that anticipated recurrence and regularity are ess¬ 
ential features of truo income. The income arising from any ven¬ 
ture or concern in the nature of a trade, though speculative or 
irregular, is not exempted, but all receipts, which are not annual 
and are sporadic in their nature, are not liable to the payment of 
the tax. Prizes in a lottery, gifts and inheritances, and gains that 
are neither anticipated nor likely to recur are not taken into 
account in calculating the taxable income. This is fair as far 
as it goes, but open to Criticism if it is taken as a correct Con¬ 
cept or income. In America the. capital gains, not only those 
which are realised in the ordinary course of business, but all 
others, are taxable. Profits which accrue bj the disposal of 
property are considered as a part of income. If an individual, 
not necessarily in rhe real estates business, sells his house, and ' 
realises a capital gain, he has to include it in his income 
in his annual income-tax return. This practice has not 
even there given universal satisfaction, and lately the tax 
has been restricted to 12^ p. c. increase in the capital 
value of property. This restriction is illogical, but shows that 
even tho~*e i]ie operation of inis provision is not held »<» In* mi ex¬ 
ceptionable. As a matter of fact. Secretary Mellon hus actually 
proposed that capital gains and capital losses should be altogether 
ignored for tfye purposes of incoiue-tas. But fllo growing \yeight 
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of opinion seems to be in favour of this practice, and Selignmn 
attributes the British usage, which treats the gain from the sale' 
of an isolated piece of property as accretion to capital, to “a sur¬ 
vival of old error fortified by the desire to avoid practical admini¬ 
strative difficulties . 1 he inclusion of capital gains in income, 

it may be admitted, complicates administration. In India it 
would be a mistake to include them in taxable income at 
present, but it should be definitely recognised that this adminis¬ 
trative problem is not incapable of solution. In the opinion of a 
competent student of the subject “ accounting technique has 
made remarkable strides during the past twenty years, and 
every advance makes law which takes capital gains or 
losses into account easier to administer That is also true of 
a number of other fiscal devices which may not be practicable 
now. The trend of modern developments in taxation is to 
impose special fiscal burdens on fortuitous accretions of wealth. 
For inheritances a separate legislation will be necessary But 
other windfalls will have to be placed either in a separate 
category, and made subject to special taxes or be brought within 
the ambit of income-tax. The latter course affords an easier 
solution of the problem, and should be adopted when we can 
place greater confidence in our administrative machinery. 

The future of income-tax will be primarily determined by 
considerations of wider import. Its fiscal aspect will be of 
great and growing importance, but both it and the inheritance tax 
both will have to perform a special function in our fiscal system 
as make-weights to other taxes. The question of a correct rate 
structure is, therefore, a matter of fundamental importance. 
The principle of graduation, which was once a subject of bitter 
controversy, has become almost an orthodox tenet of taxation, 
and scarcely calls for defence anywhere. The discussion of this 
question, therefore, turns upon the methods adopted for secu¬ 
ring graduation and a proper adjustment of the tax burden to 
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the varying capacity of the different classes of the community. 
The method by which the income-tax is graduated in India is 
also adopted in a number of other countries. The tax is 
charged at different rates on differnt amounts of incomes and 
graduation is steepened by the imposition of the Super-Tax, 
which is only an additional duty of income-tax, and which is fur¬ 
ther graduated by the application of various rates in the scale to 
sections or slices lying between specified limits. The intervals 
in the scale or zones on which it is based are broad, and changes 
in the rates make a considerable difference in the amounts 
which tax-payers are required to pay. The method has its 
merits. It is workable in conjunction with the maintenance 
of the principle of the collection-at-the-source, which is held 
to be indispensable by several competent authorities for the 
succes of the tax. The zones being fairly broad, the different 
incomes can be charged generally at final rates. It easily lends 
itself to the application of the principle of differentiation, and 
has the advantage of having been worked in a number of 
countries with a facility which cannot be lightly disregarded. 
Its chief disadvantage is that it is subject to abrupt rises or 
jumps, as they are called, at certain points. It- is an anomaly 
which can be easily illustrated by giving a practical example. 
For instance the incomes below Rs. 2,000 - are entirely exempt 
from the payment of the tax The tax-payer who is receiving 
Rs. 1,999/- does not pay any tax. But the increase of one rupee 
in his income brings him within the range of income-tax and 
makes him liable to the payment of Rs. 52—1—0, and leaves 
him with a clear income of Rs 1,947—15—0. An individual 
whose income is Rs. 4,999 pay- R^. 130 4 -0, but at Rs. 5,00 0 

the rate changes and the deduction on account of income-tax 
increased to Rs. 156—4—0 . The operation of this method at 
the margins is so manifestly unjust as to reveal its radically 
Pefective character at once, The section 17 of the Act of 
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1922 is designed to remedy this anomaly. But the relief that 
it provides on the margins practically amounts to the imposition 
of a cent per cent tax at certain points of the income. The 
person whose income is Rs. 20,20/—pays Rs. 21 instead of Rs. 
52—1—0 and mother whose income is Rs. 5,005—pays Rs. 136—4 
instead of Rs. 156—4*—0. This relief ensures that the tax-payer 
should not be worse off on account of his having exceeded one 
stage in the scale of rates, but the grievance still remains that 
the persons on the margins are rather hit hard by the application 
of this method. There are other defects of the method, but 
this is-the most serious, and has attracted a great deal of atten- 
ti m. Several suggestions have been made .for securing a 
smooth graduation of rates. A detailed study of the relative 
merits of these suggestions cannot be undertaken here. The 
simplest method for removing the inequalities of this method is 
to increase the number of zones and rates, and thereby mitigate 
the existing hardship to a certain extent. This will, however, 
multiply the number of marginal points and the number of 
rates, increase the complexity of the tax and necessitate a 
more intesified scrutiny of the annual returns. The grievance 

is legitimate, but it is very doubtful whether it gives rise to 
any acute dissatisfaction. The four senior Income-tax Inspec¬ 
tors, who gave evidence before the Royal Commission on 
Income-Tax, expressed their opinion that this feature, though 
open to criticism, did not cause any wide-spread irritation, and 
the attitude of the relatively small number of tax payers, whose- 
incomes fell within the marginal fields, was that of the tacit 
acquiescence in and acceptance of this method. The Reports 
of the Central Board of Revenue or the Provincial Income-Tax 
Commissioners so far published are silent on this point 
‘■rid it may, therefore, be presumed that in this respect he ex¬ 
perience of (he administrative otfieers here is not very different 
from that o! imp. oiticerfi of the Income-fax Department in 
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England. The Taxation Enquiry Committee is in favour of 
maintaining the existing method of graduation, and the reason 
given by it in support of its conclusion is quite valid. The 
existing system of income-tax is still on its trial, and it is neces¬ 
sary to watch its practical working for some time longer 
before we make any bold experiments. The formulae for 
producing a smooth curve of graduation are many, but It is not 
wise to take any risks for mathematical elegancies which may 
not work in actual practice. 

There are three other questions which are closely related 
to this question, but which need not be discussed at length. It 
is not possible to say much that can be of any practical value 
regarding the sufficiency or otherwise of the rates applied to 
different sizes of income. The'element of arbitrariness is sure 
to enter any scale of rates that can be drawn up. In India a 
case can easily be made for making the graduation steeper un¬ 
der the present circumstances. The decision must depend 
upon a number of considerations to which different persons 
wid attach different weight. The other question which can 
be taken up in this connection is the question of the reduction ** 
of the exemption limit. The present limit of Rf. 2,000 - is cer¬ 
tainly not the right minimum, if it to bo considered as the sub¬ 
sistence minimum. According to the trend of most progressive 
fiscal ideas, however, a more liberal view of the matter seems 
to be called for, and it is not wrong to fix the exemption limit 
at a level higher than one for which a justification can be found 
in the prevailing minimum of subsistence. There may be & 
difference of opinion about the advisability of importing this 
wider consideration into the discussion of this quoslion. Thu 
fact that by lowering the limit the increase in tho number of 
assessees and therefore of the burden of administrative work 
will be quite out of proportion to increase in the yield of the 
tax cannot, however, be easily dismissed, Iti 1919, the year ip 
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which the limit was raised from Rs. 1,000/-to Rs. 2,000/-, the 
change gave relief to no fewer than 2,37,000 assessees out of 
toe total number of 3,81,000 persons who were liable to pay the 
tax; and what is more significant, out of a total collection of 
9 34 crores m 1918-19 the amount contributed by persons whose 
income was below Rs. 2,000/- was only Rs. 5073 lacs. The diffi- 
culty of mtroducing allowances for wife, children, dependents 

ov™ t . Enquiry Committee has probably somewhat 

over-emphasized, strengthens the conclusion that the present 
exemption limit should not be lowered on the ground of its 
being above the minimum of subsistence in India. The third 
question which has greater intrinsic importance, but which 
does not deserve a more extended consideration on account of 

. lnherent in the P res ent conditions, is the ques¬ 

tion of differentiation. The rates in India are graduated accor¬ 
ding to the amounts of the incomes, but not their sources 
This is contrary to the accepted theory and general practice 
of rate structure in other countries, and its continuance 
can be justified on the assumption of the circumstances being 
exceptional in India. It is right to recognise the fact that 
incomes differ in quality as well as quantity, and every well- 
planned scheme of taxation should discriminate between the 
different social values of various kinds of incomes. All this is 
commonplace of the writings on fiscal science, and no more need 
be said about it. The most common method of achieving dis¬ 
crimination is the imposition of a special tax on the capital 
value of property together with a general income-tax ' In 
German States, Norway, Denmark, and Holland this method is 
used with considerable successs. In India in view of the con¬ 
siderations of administrative convenience and the special 
feature of our existing fiscal system the easiest method of 
differentiating between incomes, which are and are not the re¬ 
sult of personal exertion, is to supplement the general income- 
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tar by having special taxation on real and personal property. 
The Taxation Enquiry Committee considers it invidious to levy 
a differential tax on investment of industry and commerce 
so long as the incomes from land lie outside the range of in¬ 
come-tax. That is so, but it has to be realised that we will go 
a very long way towards achieving effective discrimination if 
we can impose a graduated income-tax on agricultural Incomes 
or better still a graduated tax on the capital value of land. It 
ought to be evident to any one who knows the antiquity of our 
land-revenue system, and its intimate connection with our rural 
economy that it cannot be radically changed without causing a 
social upheaval. It can be modified in some respects, and that 
has to be done if it is to shed its quasi-feudal character. But it 
cannot be abolished and replaced by an absolutely different fiscal 
expedient. This is an elementary fact of our present situation 
which it is well to bear carefully in mind. The rates at which 
land-revenue is assessed vary in different provinces, but with 
the exception of the permanently settled areas, a charge of more 
than 25% is levied on the net assets of land throughout the 
country. If the recommendation of the Taxation Enquiry Com¬ 
mittee is accepted and the charge is standardized at 25 % of the 
annual value of land, it will not be by any means a low rate. If 
the landed proprietors have to pay income-tax on their total 
earning’, like other persons who live by trade, industry and 
professions, and have to part with 25 % of their incomes from 
land in the form of land revenue, our tax-system will discri¬ 
minate against them to an extent which ought, in the initial 
stages of fiscal reform, to give satisfaction to the most ardent 
advocates of differentiation in taxation. In other countries, the 
fiscal reformers have been content with introducing differen¬ 
tiation gradually by making slight distinctions to start with, and 
then pushing the thin end of the wedge further in as the people 
get used to the working of the new principle. In India, the 
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imposition of a tax on agricultural incomes, along with the re¬ 
tention of the land revenue system will give us a measure of dis¬ 
crimination which will not be in any, sense merely a thin end 
of the wedge. It will be a real and substantial differentiation. 
"When this has been done, it will not be difficult to devise 
means for imposing heavier fiscal burdens on other kinds of 
investments. A beginning in that direction can be made at 
once by having a low corporation-tax* which can be further 
developed when experience gives us a warrant for adopting a 
more ambitious policy. The absence of differentiation in our 
existing income-tax is a matter which need not disturb our 
fiscal conscience. 

The consideration of administrative efficiency is a decisive 
factor in these and similar other cases. The system of the 
stoppage-at-the-source is an obstacle in the way of a more 
thorough-going application of a number of progressive ideas, 
but it is generally held that the certainty which is guaranteed 
by this method of collecting the tax outweighs every other 
consideration. I he principle of the taxation-at-the-source was 
introduced in England in 1803, and since then it has held its own 
inspite of the fact that many desirable reforms have had to be 
dropped or postponed on account of the necessity of maintain¬ 
ing its efficacy unimpaired. The Committee of 1905 and 1906 
and the Royal Commission of 1920 have been emphatic in their 
approval of this system, and the Board of Inland Revenue 
regards it as a buttress of income-tax stability and efficiency. 
The British officials cling to it with great tenacity, and consider 
its abandonment almost a sacrilege. As 70 : of the yield of 

* ihc proposal of the Taxation Committee, to convert the snper-tax on 
Joint Stock companies into a tax on Corporation* without any exemption i«, from 
ihc sUnrl point, quite sound, and onglit to be accepted. 
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income-tax is collected by this method, it is easy to understand 
why the authorities in England should consider it so very 
important for the security and efficiency of this powerful fiscal 
engine. Our income-tax is also being collected by this method 
to a very considerable extent, and our administrative officers 
would also probably regard any attempt to abandon it with 
very grave misgivings. The proposal to substitute this method 
by any other has not been seriously put forward by any well- 
qualified student of the subject, and it is very unlikely that it 
can be made a practical issue for some years to come. The 
system has, however, some disadvantages of its own, and it is 
worth while to know that a different method is being tried on 
a large scale in the United States of America, which has, during 
recent years, become a laboratory of so many fiscal experiments. 
This method is called the method of 1 Information-at-the-source\ 
and is different, from the other method in this that the employ-* 
ers, bankers and others, from whom the incomes are received, 
instead of being required to deduct the amount of the tax be¬ 
fore paying the sums du 3 are placed under the obligation of 
reporting to the tax authorities the payments made by them to 
different individuals. If the reports of the payments are sent in 
regularly and are otherwise complete, there is no reason why 
this method should not provide a fairly adequate safeguard 
against fraud and evasion. In the opinion of the Royal Com¬ 
mission of 1920 the method is likely to be a source of trouble 
and irritation to the. community in general, and cannot be an 
efficient and practical substitute for the method of the eolloc- 
fcion-at-the-sourea. In the United Spates of America, on the 
other hand, it is growing in popularity, and it is the other method 
Which has been practically discredited by the experience of 
recent years. There a committee of experts—the Com mil teg 
on Model Taxation—has definitely expressed its dissatisfaction 
with the method of collection-at-the souroe, and holds thatit 
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presents serious administrative difficulties, imposes unwarranted 
buidens upon third parties in respect of transactions which' 
strictly concern only the tax-payer and the government, and 
not infrequently shifts the burden to the wrong shoulders 
These are two divergent views, and it is therefore desirable 
to suspend our judgement till we can acquaint ourselves more 
fully with the actual results of the method of information-at- 
the-source. It has already been remarked that in India the 
necessity of making a choice between the two methods does 
not exist. The method of taxation, or to be more correct, de- 
duction-at-the-source is already in the field, and nothing is to 
be said against it from the practical stand-point. It is, how¬ 
ever, not necessary to make a fetish of it, or take.it for granted 
that any other method would be unworkable. It is a useful 
fiscal device, and should not be abandoned without sufficient 
reason, but when time is ripe for introducing changes of wider 
social significance in our income-tax, they should not be held up 
merely because they will affect the efficiency of the method of 
the collection-at-the-source adversely. In the United Kingdom 
the praise of this method has engendered an unduly conserva¬ 
tive attitude which need not be emulated here. 

The administrative hierachy set up by the Act of 1922 is 
perhaps its most notable achievement. The future of income- 
tax in India will depend more upon its success than on any 
other feature of the system. The brunt of the burden will, of 
course, fail on the Income-Tax Officer whose efficiency is a 
matter of paramount importance. The new department has 
now been almost completely organised in every province, and 
its members have to settle down to their work with the zeal 
of poipeers. The measure of success already achieved by it is 
a good augury for the future, and a strong reason for strength¬ 
ening it in every legitimate manner. The department has to 
Steqr clear of the two extremes of inquisitorial procedure and 
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laxity in administration, and tlio opinion at times expressed* 
that it can best be done by associating non-official agency with 
the work of actual assessment. The constitution ad-hoc of 
Local Boards was advocated by a witness in his evidence 
before the Taxation Enquiry Committee, in order to supple¬ 
ment and correct the work of the Income-Tax Officers, and 
there is a general though vaguely defined feeling that this 
would be a step in the right direction. The existence of this 
desire can be explained in two ways. The distrust of official 
bureaucracy is one reason for the feeling that the association 
of the local agency with the work of assessment will be a 
check on the arbitrary or highhanded exercise of their 
powers by the administrative officers. The more important 
reason, however, for this demand is the belief that the success 
of income-tax in England is due to what Seligman calls a 44 hap¬ 
py blending of regard for local interests and for fiscal produc¬ 
tiveness”. Theoretically the Local Commissioners have had 
very wide powers and the impression has, on that account, 
been created that the credit for the smoothness, with which 
income-tax has been worked in England, iw in no small mea¬ 
sure due to their share in its administration. Our Income-lax 
Act of 1860 provided for the assessment of the tax by local 
Panchayats. Under Section 101 of the Act, the Loca 1 Govern¬ 
ments were authorised to order that the assessment might be 
made by Panchayats consisting of noi less than thtee persons. 
These Panchayats were to be appointed by the Collector, and 
perform their duties subject to his general supervision. The 
individuals had the option of objecting to being assessed by 
them, and in such cases the assessment was to he made by the 
Collector or a specially appointed officer. Wilson dwelt at some 
length on these provisions in his Budget speech, and said 
that this would make it possible for the business incomes to be 
assessed with the aid of 11 a Special Commission to whom the 
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* traders may apply to be assessed without their return going 
through the general commission or the public office”. He ex¬ 
pected that by this means the extremes of ineffectiveness and 
inquisition would be avoided ; and referring to this safeguard he 
further added, “ By this means we hope to shape the practical 
working of the tax through the aid of Panchayats, and by us¬ 
ing the instrumentality of heads of the towns and trades ”• 
The Act of 1860 was modelled on the'English Act, and the inser¬ 
tion of the provision for assessment by the .local bodies was, 
of course, due to the desire to have an agency of assessment 
similar to the Local Commissioners in England. It is not 
known how far these arrangements were carried out in actual 
practice and with what results. But since 1886.. no attempt 
has been made to enlist the co-operation of the local agencies j 
in the work of the assessment and collection of the tax. This 
omission may be regretted, but it is urged that the facts must I 
be frankly accepted, and no attempt made to introduce local 
element in the assessment of the tax. There are three reasons j 
why this course seems to he undesirable. In the first place the 
association of elective local bodies with the assessment of the | 
tax will have a prejitdical effect on the development of self- 
governing institutions. These are already contending against 
numerous difficulties, and if to their existing functions 
another is added which makes them assessing authorities for 
th© purposes of income-tax or any other taxes except those, 
which are directly under their control, their future progress I 
will be considerably retarded. The Decentralization Com- 1 
mission considered it essential to the efficiency and popularity 
of the Panchayat system that it should not be associated with 
any new form of local taxation. Its association with assess¬ 
ment of a provincial or a central tax will have a similar effect, 
and whut is true of the Panchayats is also Iran of all other local 
bodies. An^oAiinent ii* tho most crucial pari of the adminis- 
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tration of taxes, and participation of the local bodies in this 
work will increase their existing difficulties. The creation of 
ad hoc local bodies for this work will not in any way make it 
easier for the non-official assessors .to discharge their onerous 
duties without favour or fear. The task is as thankless as it 
is important, and its performance requires a standard of civic 
ethics which cannot be attained in most cases. In the prevail¬ 
ing atmosphere of distrust and suspicion it will, therefore, be 
exceedingly difficult to secure the honorary services of men 
who may assist the IncomerTax Officer in the fair assessment 
of their fellow-citizens. But the most important reason why 
an attempt to revive the statutory provision of 1860 will not 
serve any useful purpose is that it is now admitted that assess¬ 
ment is not a job for the amateurs. The British Income-Tax 
Commission has shown how, though in theory local authorities 
have been since 1842 been in supreme control of the adminis¬ 
tration of income-tax, in practice the Inspector of Income-Tax 
has become a pivotal figure in the whole system, and the wide 
power, of the Local Commissioners been virtually made over 
to him. The consummation has been brought about under the 
pressure of circumstances, without any change in the formal 
constitution of the administrative system. The Commission 
have recorded their definite opinion that the income-tax is • ue- 
cessfully Administered, but they also maintain that without 
this gradual devolution to the Inspector the machinery . f tbe 
tax would have been found to be hopelessly "inadequate, and 
they would have had a very different report to maKo on Un'.i 
aspect of their subject. They recommended that l©j r ab*p|^rn n>n 
should be given to the existing practice, and the work of local 
administration concentrated in the office ,,f the Inspector whore 
in fact it was already largely performed. This makes ir dea¬ 
th at the presence of local element in the administration of 
income-tax has had very little, if anything, to do wbh its 
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undoubted success in the United Kingdom, and it is, therefore, 
misleading to advocate the association of local agencies with 
the administration of the tax in India or elsewhere on the 
ground that the combination of local knowledge with expert 
training has yielded such happy results there. The fact of 
the matter is that the complexity of modern economic life has 
changed the nature of income-tax administration. It is no 
longer possible for the leading citizens of a locality to cope 
with this work, with the knowledge and in the time that they 
ordinarily have at their command for the purpose. The elabora¬ 
tion of the income-tax law on account of the introduction of gra- 
duation, differentiation, abatements, reliofs has increased the 
inherent difficulties of this work, and made it practically im¬ 
possible to utilize the local unpaid agencies for a fair and effi¬ 
cient assessment of the tax-payers. The future of income-tax 
in India does t as already remarked, depend upon the efficiency 
of administration, but for that we must mainly rely on the 
exercise of a high order of ability and integrity on the part of 
the permanent officers of the department, and not on the hono¬ 
rary services of the accredited representatives of the people. 
The political conditions of the country make it very unlikely 
that the right kind of men will be forthcoming for the discharge 
of these unpopular duties ; and even if that were not the case, 
the nature of the work and its'increasing intricacy would make 
their co-operation ineffective and weaken the hands of the 
trained officers. In England the Additional and General Com¬ 
missioners have now practically become tribunals of appeal, 
and for that work their competence cannot be questioned. It. 
may, perhaps, he possible in India as well to constitute appel¬ 
late authorities m large centres consisting of public-spirited 
citizens whose function may be to revise the original assess¬ 
ment of the Income-Tax Officers, but it is host to concentrate 
< u improving ihe efficiency of the newly-created department 



MINlSr^ 


( « ) 




nnomoJ i\ can never be popular, but good administration can 
do a great deal to reconcile the tax-payer to his lot. If the 
latter can feel confidence in the efficiency and honesty of the 
assessing officers, and made to realise that within the limits of 
the law he has had a square deal, he can bear his fiscal burdens 
with stoic indifference, if not with the satisfaction of having 
done his bit for the State. It is upto ihe officers of the income- 
tax department to create conditions favourcablo for the effi¬ 
cient and smooth working of the administrative machine, for 
without it the full possibilities of income-tax will remain un¬ 
realised in India. 

There are two other important aspects of income-tax which 
deserve to be carefully studied, but about which it is only pos¬ 
sible to say a few words here. Under Section 4 of the Act of 
1922, income derived from property which is held under a purely 
religious or charitable trust is exempt from the payment of 
the tax. The charities also enjoy exemption from income-tax 
in England. There the definition of the purpose for which 
relief can be granted is extremely wide, and though attempts 
have been made to repeal or curtail the relief enjoyed by these 
institutions, ( the most memorable among thorn being the 
proposal of Gladstone in 1863 ) they hive aroused *lr*»ng 
opposition and so far nothing has been done ; and the State is 
still losing between £4,000,000 and £5,000,000 in revenue 
every year on account of the operation*of this provision. There 
are strong objections against exempting such ins timt ions 
from the tax. It means practically a grunt of subsidy to them 
from public resources, for purposes which may not be benefi¬ 
cial to the community, and which in certain ousos arc dm 
metrically opposed to each other. The grant of subsidies from 
public funds without an adequate safeguard against their 
misapplication is against the elementary principles of public 

finance. The question raises very wide issues, and it is not 
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possible to argue it without touching one of the most thorny 
problems of our national life. But it is generally admitted 
that the management and administration of funds of the reli¬ 
gious and charitable institutions in India amounts to a grave 
public scandal ; and it is the duty of our legislatures to take 
the question of their reform immediately in hand. This has to 
be done in the interest of the purity of our social life and to 
get rid of a number of evils, the existence of which is a mat¬ 
ter of common knowledge. But apart from this consideration, 
it is necessary to secure a certain measure of public control 
when public money is granted for activities which are not dir- 
recily carried on by the government. It is not possible to 
estimate the amount which is being lost to the public exche¬ 
quer on account of this exemption, but that it must be subs¬ 
tantial is a fact which cannot be disputed. It is a matter of 
great importance to enquire into the question without any fur¬ 
ther delay. It may be suggested that the relief should be 
granted on the condition of the institutions concerned submit- 
ing their accounts to the scrutiny of duly qualified auditors. 
Ibis can be done, and need not wound the susceptibilities 
of any community or individual, bii! will require a definition 
of the purposes for which the expenditure of their income can 
be permitted. That cannot be done without raising the whole 
question of the reform of the«e institutions,' and is far too 
vit vl to be made merely a side-issue of the income-tax admi¬ 
nistration. The issue, if it has to be raised at all, must be 
frankly and squxrely faced. The public, however, is already 
alive to the urgent necessity of doing something for settling it 
an carl.. and the legislation for this purpose will haye 
to be undertaken before very long. The question has its fiscal 
aspect which Will have to be taken into account, when it is 
brought to (ho fore for reasons of national imparlance. Then 
Ibo principle of gran iu^ exeuip ion to the roH^ioua anj ohurifc- 
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able institutions will have to be reconsidered, and if its Sound¬ 
ness is conceded, the purposes for which the relief can be afforded 
will require a very careful definition. The public audit of 
the accounts of the institutions entitled to exemption will, of 
course, have to be enforced. This is the least that can be 
done, if the ordinary maxim of public finance that the grant of 
public money ought to carry with it public control, is to be 
acted upon. At present it is not necessary for income-tax 
authorities to satisfy themselves that the income derived from 
property held for religious or charitable trusts, is so applied; 

The other question, which too is of fundamental importance, 
has to be dealt with here very briefly. The problem of double 
taxation has become an international issue after the war. • It 
was of considerable importance before its outbreak, and in the 
federal countries like the United States of America, it was very 
much before the public eye. But on account of the enormous 
increase of fiscal burdens in every country after the war, it has, 
in the words cf a writer in Econoinicn “ peased to belong 
to sphere of academic discussion and it must be considered 
as a very disquieting reality”. There is no prospect of the inter¬ 
national aspect of the question being satisfactorily settled in 
the near future. It requires unification in the fiscal legisla¬ 
tion of the various countries, and earnest desire to put an end 
to the causes of conflict between the different taxing autho¬ 
rities. These two conditions, it need not bo said, cannot be 
fulfilled under the present, circumstances. India, as a deb¬ 
tor country, is in a position in this respect which has eloments 
both of weakness and strength. She can take action independ¬ 
ently. for the amoun’ of income which our people derive from 
abroad is negligible, or at- least the amount which flows out of the 
country is much greater (.han what flows in, and that can give 
US some advantage in international negotiations. On tho 
other hand, as a general principle it may be accepted that 
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imposition of a new or higher tax, though it hits the existing 
investments, makes it necessary for the future investors to 
insist on better terms being offered by the borrowing country, 
and this enables them to throw back the burden of the tax on 
the taxing country. We depend up on the supply of foreign 
capital for our industrial development, and cannot pena¬ 
lize the non-resident investors without impeding our eco¬ 
nomic progress. The international aspect of double taxation 
is not, however, of any practical importance for us; as the 
majority of our foreign investors are British, and, under the 
existing arrangements, can get relief from Great Britain if the 
Indian rate does not exceed half the British rate. When the 
Indian rate is higher than half the British rate, further relief 
is to be given by India, but that does not involve a heavy cost 
to the Indian exchequer. But there is a national aspect of 
the problem as well which is not to be overlooked. The Indian 
States, in an increasing number, are introducing income-tax in 
their own fiscal systems. Whatever may be their future in 
the political system of the country, they are and must be an 
integral part of our economic system. It is, therefore, neces¬ 
sary to work out an arrangement, which may be equally fair 
and acceptable both to British India and the States, to avoid the 
duplication of taxation on the same income. A beginning in 
this direction has already been made, and relief is granted to 
the assessees who are liable to the payment of the tax both in 
British India and in an Indian State by refunding them 
the lower of the two taxes, the cost of the relief being shared 
equally between the two taxing authorities. From the Report 
of the Central Board of Revenue for 1925-26, it appears that 
twenty States have accepted this principle of the division of 
the cost of relief. Phis is a good working compromise, which 
will have to be assimilated later on to the development that 
may be necessary in the interest of the greater fiscal harmony 
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ataong Uio different administrative unite of the country. The 
more important aspect of the problem of double taxation, how* 
ever, is that in the future evolution of the system of federal 
finance in India the possibility of friction between one province 
and another on the one hand, and the provinces and the central 
government on the other on account of taxation of the same 
income by different authorities, has to be minimised in the 
constitutional re-adjustments of the future. It is admitted 
that in order to introduce an element of elasticity in the pro- 
vincial finances either the provinces will have to be given a 
more substantial share in the yield of the income-tax than 
what they get at present, or they will have to be empowered to 
supar-impose a provincial sur-tax on the rate determined by 
the Government of India for the central purposes. In either 
case it will be necessary to provide for the development of 
the inter-provincial conventions for the harmonisation of 
federal taxation, The difficulties will not be confined to the 
domain of income-tax. They have already been experienced 
in the case of excise and overcome by the agreement between 
the provinces that the duty should follow consumption. The 
imposition of inheritance taxes will bring in similar difficul¬ 
ties in its train. It will, therefore, be necessary to formulate 
principles, which may be implemented in the revised consti* 
tution of the country, for putting the system of federal finance 
on a sound basis. The problem cannot be dealt with at greater 
length here. The Committee appointed by the League of Na¬ 
tions to enquire ; ato and report on the matter has analysed 
the position with remarkable lucidity, and most of the prin¬ 
ciples laid down by it are of very general application. The 
most important proposition which it has commended for accep¬ 
tance with great earnestness, and which gives us a clue to the 
solution of the problem, is that political allegiance no longer 
forms an adequate test of individual fiscal obligation, and 
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the allocation of the yield of the tax ought to be governed 
by the doctrine of economic allegiance, that is, it should be 
distributed among the different taxing authorities according 
t6 the relative-economic interests of the assessee in different 
political jurisdictions. The classification of income accord¬ 
ing to different elements of economic allegiance is not an 
easy matter, but has to be attempted in order to apply the 
principle of fair distribution of the receipts of the tax. The 
Committee has suggested that the best method for remedying 
the difficulty of double taxation is to exempt the income going 
abroad from the payment of the tax. The method has the 
ment of simplicity, but cannot be adopted in a country like India 

s<j far as international aspect of the matter is concerned. But 
the reciprocal exemption of the non _ residents may perhaps 
provide the most desirable method of avoiding these evils of 
double taxation within the country; though provinces like 
Bihar and the Central Provinces whose resources are being 
exploited by firms domiciled in the presidency towns will not 
willingly acquiesce in this arrangement. It is necessary to 
appreciate the complexity and importance of this problem, and 
address ourselves to its solution as a part of our general fiscal 
reconstruction* 









LECTURE III. 

DIRECT TAXES— Land TAX And INHERITANCE TAX. 

The re-organization of the system of land-taxation must be 
a very important part of any scheme of fiscal reconstruction 
in India. The system, as it exists to-day, has been under the 
fire of criticism all these years, and engrossed the attention 
of the writers on taxation to such an extent as to have affected 
the validity of their conclusions on a number of economic ques¬ 
tions. The working of the system affects the welfare of an 
overwhelming proportion of our population. It has been an 
integral part of our entire village economy from times imme¬ 
morial, and its effects on the general well-being of our people 
cannot but be very far-reaching. This is obvious, and it is not 
necessary to dwell at length on this aspect of the subject. But 
we have to realise that in the past we have exaggerated its 
evil effects and attributed to it the economic miseries, which 
are rea ^y fitie to radical defects of our whole economic orga¬ 
nism. The recurrence and. severity of famines, the indebtedness 
the of our rural class, malignant activities of the money-len- 
ders, the lack of capital and enterprise among the land-holders 
and cultivators, the stagnation of our entire economic life in 
the villages have been attributed to our land-revenue sys¬ 
tem; and the importance of other factors, which account for the 
persistence of these evils, has hardly been .appreciated. This 
fact has given us a wrong perspective in the study of these 
questions, and is the cause of our having with eld our active 
co-operation from movements which otherwise would have 
found many ardent workers among the public-spirited cit izens. 
The imperative need of lifting the cloud of depression which 
hangs so heavily over our villages is admitted both by the 
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Government and our public leaders. The work that has to be 
done and the difficulties which have to bs surmounted are so 
stupendous, that it is not at all easy to suggest the line of 
advance which may yield results soon and appreciable enough 
to evoke the enthusiasm necessary for undertaking it. The 
first requisite of well-co-ordinated and concerted efforts for 
bringing hope and cheer into the homes of the humble dwel¬ 
lers in the villages is to impress upon everyone, who is inter¬ 
ested in our rural reconstruction, the mxgnitude and complexity 
of the task and the need of unlimited patience and sympathy 
on the part of those who have, by choice or necessity, thrown 
their lot with the agricultural classes. The obstacles that bar 
the road to rural progress can only be removed by a well-orga¬ 
nized work which will have to be carried on for generations. 
Ignorance, harmful social institutions, lack of foresight, abs¬ 
ence of the habits of self-reliance and self-help, low and 
in elastic standard of living, indiscriminate increase of numbers, 
and in some provinces the systems of land-tenures, which have, 
as is well-known, created the worst form of absenteeism, are 
evils which cannot be remedied by any single measure or in 
the course of a few years. The reform of land -revenue system 
is necessary and will, within certain limits, accelerate the 
rate of general rural progress. The lines on which it has to 
be carried out will be suggested by the needs of bringing it 
into harmony with the new conditions which we may seek 
to establish in the villages and by its place in our tax-system 
as a whole. It will, however, be one of the many steps which 
have to be taken to re-organise our rural life, and when we 
realise this simple fact, we shall have the right viewpoint and 
proper sense of proportion in the study of this otherwise im¬ 
portant question of taxation. The only excuse for this em¬ 
phasis on this almost self-evident consideration is the fact of 
our having neglected it in the past. The future generations 
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will probably wonder how even in the second decade of tlje 20th 
century, the only contribution which the Indian National Cong¬ 
ress could make towards the solution of our agricultural problem 
was the passing of a resolution in which the old demand for 
permanent settlement was repeated in familiar words, but we 
have not yet quite outgrown the attitude which determined the 
range and character of our speculations on this question in 
the past, and it is necessary to keep the right point of view in 
the forefront of our discussion of the problems relating to the 
taxation of land in India. 

There is another preliminary consideration about which it 
is necessary to say a few words, and which also needs to be 
stressed in the beginning on account of its bearing on the 
general trend of our discussion. A number of proposals have 
been made for improving our system of land-taxation, but some 
of them contemplate a complete abolition of the land-revenuo 
system, and its replacement by some entirely new system of 
taxation. The defects of the oxisting system are numerous, 
but it may be accepted as an elementary fact of the present 
situation that its completa abolition, even if it be desirable 
from the point of view of theory, is not within the range of 
practical politics; or in other words if is not possible to wipe 
out the past and write on an entirely clean slate in the matter 
of taxation of land in India. There are two very good reasons 
for urging tho necessity of sotting our face against the adop¬ 
tion of any very radical proposals. We have, in the first 
place, to remember that the land-revenue yields 34 crores is 
iho most important source of revenue next to customs and 
is also the mainstay of our provincial finance. Before the land- 
revenue system is abandoned in favour of some other method 
of land-taxation, there must be a reasonable assurance of our 
being able to raise an amount equal or approximate In ocual 
to the present yield of the land-revenue in order tha< ur 
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financial equilibrium may not be unduly disturbed. In view of 
the admitted need of very large expansion of our public income, 
it will be a short sighted policy to go ahead with any fiscal re¬ 
form which materially reduces the yield of this tax. But the 
other reason which re-inforces the advisability of taking a con¬ 
servative line of action in this respect is the fact that its anti¬ 
quity, its intimate connection with the systems of land-tenures 
which vary from province to province, and the place which it 
occupies in the habits of life and thought of the people in 
general give to the land-revenue a position of its own in our 
entire tax-system. The maxim that old tax is no tax has often 
been put forward for turning down proposals of fiscal reform. 
It is taken for granted that it is much better to put up with 
the evils that we have got used to than to fly toothers that 
we know nothing of. The fear of the unknown is the root-cause 
of conservatism in all matters, and its influence on fiscal prac¬ 
tice is therefore not at all surprising. But the maxim is a 
practical rule of some importance, and is based on correct 
economic theory. A fiscal burden which has been borne by 
the community for a long time produces suitable re-actions in 
its economic life, and is taken as the working hypothesis 
which governs the conduct of its members. In some cases it 
ceases to be a burden, and becomes an ordinary incident of 
economic life which does not decrease the real income of the 
individuals concerned; in others the fact that the burden has 
been carried for a long time creates a power of edurance and 
disposition to bear it cheerfully if it does not become unduly 
heavy. It is not suggested the land-revenue is not a burden. 
That it is, and in most cases quite a heavy one, but it has got 
along history behind it, and cannot be discarded at once. In 
no other country of the world has a step like repealing an 
important r.ax like the land-revenue been taken merely because 
certain theoretical considerations were in its favour. It is not 





Known what place the land-revenue will occupy after two gener¬ 
ations in our fiscal system. Its ultimate destiny is merely of 
academic interest. It will most likely become a local tax, and 
be administered by local authorities. But we are just now 
concerned with the next step and that, for reasons referred to 
above, cannot be its complete abolition. Its reform is, there¬ 
fore, the line of development which wo are immediately inter- 
ested in. 

No discussion of tho proper place of the land-revenue in 
our fiscal system can be considered complete without reference 
to the hoary old controversy as to whether it is a rent or a 
tax. The Taxation Enquiry Committee has attempted to give 
an answer to this question, but its treatment of the subject is 
extremely unsatisfactory. It proves to its own satisfaction 
that historically there is no warrant for assuming that the 
Hindu or Mohamedan rule ever claimed a proprietary right to 
land or that the British Government inherited it on its accession 
to power. Having admitted this much, the logical sequence of 
the argument would have been either to prove that this right 
was subsequently acquired, or that since it had neither existed 
in the past nor accrued in recent years, the land-revenue is a 
contribution imposed by the State by virtue of its sovereign 
authority, and is, therefore, a tax. But the Taxation Com¬ 
mittee having affirmed that both the zemindars and the ryots 
are “ possessors of proprietary rights ”, proceeds to discuss the 
pros and cons of the question, and sets forth three arguments 
in support of the t heory that it may very well.be defined as rent 
The first of these is the contention that sinee it cannot be 
altered to suit the requirements of the Stale, it partakes 
of the nature of rent. It is a little surprising that this 
argument should be seriously adduced by the Committee 
or that it should have caused a difference of opinion 
among its members. The fact that re-assessment of the land 
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revenue can only be made on the basis of changes in prices 
or development of transportation facilities etc., makes it 
more like the land value duty than like rent. The other argu¬ 
ments urged in support of this view are weaker still. The 
fact that State gives loans to the cultivators in times of dis¬ 
tress or performs similar other functions has hardly any 
bearing on the matter. They are a part of the normal duties 
of the State and have nothing to do with the land-revenue 
being rent or tax. It is idle to bring in the amortization theory 
in to the discussion of the question. It is important in connec¬ 
tion with incidence of taxation, but a tax amortized does not 
cease to be a tax on that account. The conclusion of the 
Taxation Enquiry Committee that since it is a deduction from 
the national dividend it ought to be taken into account in 
dealing with the question of the incidence of taxation, does 
not in any way further clarify the issue. The mere fact of its 
feeing deduction from the national dividend does not justify in 
its inclusion in the tax burden, and even if this aspect of the 
question is ignored, the cardinal issue as to whether the equity 
or otherwise of the contribution made by the individuals is to be 
judged by the tenets of valuation or price-making, or those of 
taxation still remains unsettled. The answer to this question 
seems to be simple if once we get away from the conception of 
the State being entitled to a certain share of the differential va¬ 
lue of land irrespective of the effect of this demand on the well¬ 
being of the revenue payers. The Taxation Enquiry Com¬ 
mittee has stated that the canon of ability has only a limited 
application to land-revenue as a tax on things and not on 
persons. But even a tax on things needs justification. Tax 
on the public value of land does not take any account of the 
paying capacity of the individuals. There are, however, other 
reasons why its imposition is fair, and it is necessary to find 
p, i>lace for it in every good fiscal system. The Ricardian 
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theory of rent is true under the Indian conditions, and the 
differnces of fertility and situation count for as much here as 
anywhere else. This does not mean, however, that it is right 
to levy a contribution on the ryots who are making a bare 
and precarious livelihood out of the cultivation of land* A 
man who owns and cultivates an acre of fertile land is getting 
a surplus from his labour and investment as compared with 
the corresponding return of another man who is working on 
the margin of cultivation. But if the latter owns ten acres of 
poor land while the former has only one, he is in a better posi¬ 
tion to make a heavier contribution to the public treasury, and 
ought to be made to do so. The point is not whether there is an 
element of surplus in the income of the revenue payer. There 
may be, and it may either be real surplus or only nominal 
on account of the intensity of competition for the acquisition of 
land which is responsible for cultivation having been pushed 
far below the margin all over the country. But if the income 
is very small and does not afford a sufficient measure of econo¬ 
mic protection, the presence of the surplus element does not 
make any difference so far as his capacity to pay is concerned ; 
or in other words what really matters is not whether there is 
a surplus over the return on the margin of cultivation but whe¬ 
ther there is a surplus over the margin of subsistence. The land- 
revenue has been with us for centuries, and is going to be there 
for a long time to come. It is one thing to take a practical 
standpoint, and admit the necessity of our not being able to do 
without it. It is another to confuse the whole issue by laying 
under contribution the Ricardian theory of rent, and make 
out as if differences in the taxable capacity do not matter, and, 
therefore, need not be taken into account. It is an axiom of 
fiscal science that tax on things is also paid by persons. A 
tax which affects the interests of a vast majority of our people 
can either be tolerated as a necessary evil or its continuance 
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vindicated on of account its merits from the social standpoint. 

the evidence given before the Taxation Enquiry Committee 
by a number of official witnesses reveals a state of things which 
is very damaging for the existing system of land-revenue in 
India. Apart from the question of its incidence, it shows that 
the system, judged by its own standards, is open to criticism 
all along the line, and makes it necessary for the Government 


to adopt a much less complacent attitude towards it than it 
has done so far. It is-not possible to analyse this material 
m th 13 lecture, and set forth the surprising diversity of theory 
and practice which prevails not only from province to province 
m the country, but also from district to district almost in 
every province. A closer study of the system leaves an im¬ 
pression Of a state of hopeless confusion which makes it very 
difficult to bring out clearly these fundamental defects in a 
limited compass. The system has till now been criticised on 
account of the weight of burden which it imposes on our 
poorest classes, and its undesirable effects on the development 
of the agricultural industry in general ; but its objectivity has 
never been oalled into question. It has been accepted that 
the system works with a fair amount of definiteness according 
to rules which are well understood and precise, and produces 
uniform results over the area to which they are applicable. 
The facts point to a different conclusion. They establish the 
supreme importance of the subjective factor in the entire 
working of the system, and as variety is the essence of all 
that is subjective, we have a wealth of differences which makes 
its intensive study a very interesting pursuit, but is not con¬ 
ducive to its development on scientific lines. The Bombay 
system may bo taken as an illustration for explaining, though 
inadequately, the meaning of the statement that in our land- 
revenue system the subjective factor has a free play. The 
system is worked from aggregate to detail. The land-revenue 
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does not represent any standard proportion of the not produce 
of land or its rental value, and is determined by general con¬ 
siderations. That needs to be explained a little further. The 
first two operations in the process of assessment do not 
introduce any uncertainty. The first is the classification of 
fields. This was done in 1868, and since then has not been 
revised, and according to law it has been declared final. The 
other operation is the grouping of villages into homogenous 
circles. This is done every time that re-assessment is made. 
With the third operation, the personal equation comes into 
prominence. The officer has to determine the total demand 
tor the group, and this he does, we are told, by going into 
revenue history of the tract in question or calculating what 
the area ought to pay on the basis of general considerations. 
In this comprehensive survey he takes into acccount general 
state of communications, impediments to transit, various 
classes of cultivation, the condition of population with refe¬ 
rence to castes, general property, amount of agricultural stock, 
health, education, statistics of land-revenue and occupation, 
he trend of prices, past, present and prospective and several 
other factors. An estimate framed on such wide and varied 
considerations must necessarily be more or loss conjectural 
and include a very liberal margin of error. The amount 
determined bast.. l>o distributed over the individual villages 
of which the group is composed. This is done by fivin ' 
maximum rate for the first class land, and other land - * 

the rate according to their values in the scale. The „ ^ 

of differentiation permitted by the system enables Q^^****? 
to be distributed without much difficulty, but does n^usu^ 
a close adjustment between the amount assessed and the real 
revenue-paying capacity of the land. The system has 
described as empirical. It may be characterised as such, buUt 
makes it possible for the idiosyncracies of the Settlement 
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Officers to have an unhampered scope for their expression. The 
system in the Central Provinces works from details to aggre¬ 
gate, and it is, therefore, of interest to know whether it yields 
better results. There, as in Bombay, the Settlement Officer 
begins his work of re-assessment by making a general survey 
of the revenue tract and prepares a forecast. This he does on 
the basis of the calculation of outturn, prices, and scrutiny of 
land values and rental history. But this forecast is for the 
general guidance of the Settlement Officer, and is not a deter¬ 
mining factor in the assessment of the land-revenue. The 
distinctive feature of the settlement in the Central Provinces 
is the minute attention bestowed on the rent-paying capacity 
of each cultivator. The classification of soils is expressed by 
assigning to each class of soil in every position a factor which 
represents the number of soil units that it contains—a soil 
unit being a measure of the productive capacity of the soil. It 
is claimed that relative values of soils are on this system estab¬ 
lished with a considerable degree of accuracy sufficient for 
practical comparison between villages and groups. In the 
assignment of factors a number of elements, more or less incal¬ 
culable, have to be considered, and this statement cannot there¬ 
fore be accepted at its face value. In order to facilitate compa¬ 
rison of rent pressure a revenue divison is divided into groups 
ordinarily containing from 50 to 80 villages. These villages 
are supposed to be more or less similar in character. The 
next and the most important operation is fixing the standard 
rate for the group, the village rate for every village in the 
group, and a different rate for every individual in the village. 
Here again a great deal has to be left to the discretion of the 
Settlement Officer who, at every step, has to estimate the rela¬ 
tive importance of a number of considerations and arrive at a 
definite conclusion which embodies the judgement of what 
ought to be or is reasonable The group rale is fixed with 






reference to the general conditions of the district and the parti¬ 
cular circumstances of the group, the village rate to the general 
conditions of the group and the particular circumstances of the 
village, and the final step is the determination of the actual rent 
of each cultivator with reference to the general conditions of 
the village and the particular circumstances of each cultivator, 
and it is here that the subjective factor becomes specially impor¬ 
tant. In fixing the rents for each cultivator, the Settlement Offi¬ 
cer depends upon a confidential document which divides the 
cultivators into five classes according to their rent-paying capa¬ 
city in the estimate of which not only the yield of land or its 
situation matter, but sufficiency or otherwise of his income 
from other sources is also taken into account. For example, 
a man with money lending or a cotton growing and pressing 
business or even a big pension from the government is held to 
possess a much higher rent-paying capacity than a man who has 
mortgaged his cattle or a widow who supplements the income 
from her holding by her mannal labour. The introduction of 
these considerations may make the administration of the land- 
revenue a little less impersonal than it otherwise would have 
been, but is bound to make the basis of assessment, for the land- 
revenue demand is a certain proportion of rents thus fixed, very 
speculative. The Bombay and the Central Provinces system 
are different from each other in as much as one is worked from 
the general to the particular and the other in the reverse direc¬ 
tion, but both make the work of assessment guess-work to an 
extent which would not be permitted in the . administration of 
any other tax. The Madras system is different both from the 
Bombay and the Central Provinces systems. Here the deter¬ 
mination of the demand depends upon the calculation of what 
i9 called the net produce and the general economic conditions 
of the tract. This is preceded by classification of the soils and 
their grouping into homogenous circles—a process which is 
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further complicated by the distribution between the wet and 
dry lands. The calculation of the net produce, which is the 
basis of assessment, involves an estimate of the gross outturn, 
its conversion into its money value and the calculation of the 
expenses of cultivation. In the determination of the gross out¬ 
turn only the standard food crops are taken into consideration, 
the commercial crops, the importance of which is, of course, 
increasing everywhere, are completely left out of account. The 
assumed outturn of the food crops is converted into money at 
the commutation price based generally on the average of 20 
non-famine years. The work of the calculation of expenses of 
cultivation is from the nature of things most difficult and highly 
conjectural. Each item of expenditure is recorded separa¬ 
tely, the cost for the best soil is thereby calculated and the 
cost of cultivation of inferior soils is deduced by making deduc¬ 
tion proportional to the reduction in assumed outturn-a proce-r 
dure which ignores the ordinary fact that the proportion of 
cost of outturn must be higher on the inferior soils. The assess¬ 
ment, therefore, depends on a number of assumptions which do 
not correspond to the actual facts of economic life, and involve 
elaborate estimation of outturn, prices, and cost of cultivation, 
in the working out of which the views of the Settlement Officers 
and their subordinates as to what these elements ought to bo 
count for a great deal. In the Punjab and the United Provinces, 
the use of nebulous and more or less conventional data is 
avoided by basing the assessments on rent actually paid or 
the assumed rent for which land can be let out if it is culti¬ 
vated by the owner, but as rents cannot be easily determined, 
much depends upon the personal judgement of the officers in 
charge of the work of assessment or re-assessment. The 
uncertainty cra ved by the hypothetical character of the basis 
of assessment is further increased by the fact that the rate at 
which the demand is fixed in different areas is determined in 
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each case by the Settlement Officer with, of course, the approval 
of the Local Government; and though the maximum is supposed 
to be 50 % of the assumed differential surplus, the actual rate 
depends upon a number of subjective factors which makes 
.assessment an extremely speculative process. The Taxation 
Enquiry Committee admits the existence of this defect, but does 
not sufficiently emphasise its gravity. The complexity of the 
system has been a matter of common knowledge and been gene¬ 
rally accounted for by the diversity of conditions prevailing 
in different parts of the country. But now it is necessary to 
realise that this complexity has been considerably increased 
by the latitude given to the individual Settlement Officers in 
fixing the basis and the rate of assessment, and at present it 
disguises the fact that the land-revenue instead of being a 
determinate share of the economic surplus of land is a general 
label for a levy the character, the amount, and the incidence 
of which are determined by a number of divergent factors. 

It is, in view of the considerations referred to in the fore¬ 
going paragraph, not at all surprising that different areas are 
being assessed at different rates and the variations cover a 
\ erv wide range. In Bombay, according to Mr. Mackee, tho 
Settlement Commissioner and Director f Land Records, iho 
J pitch of assessment varies in the most unreasonable fashion even 
iruui group to group in the same taluqa* and these discrepancies, 
for whiph he use;- the word ‘ outrageous ’ in another place 
spread and increase from taluqa to talpqa and from district to 
district so that the assessment may be half the rent in one place 
1 and only one-fifth in another. Mr. Huius>vorth, a Madras 
Officer, referring to the extraordinary inequalities of land- 
revenue, said before the Taxation Enquiry Committee that 
the land-revenue varied from small fraction of economic ront 
t° a figure which approaches the economic rent in other*. The 
q£ Revenue in the United Provinces is of opinion that 
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conditions as regards incidence of land-revenue differ from 
division to division and even from district to district. The 
fact that the Provincial Governments themselves are not in 
a position to give definite information about the incidence of j 
land-revenue is a convincing proof of the bewildering comple¬ 
xity and uncertainty of the system. The figures, that are avail- 1 
able, show that in the temporarily settled areas the incidence 
varies from 6*7 % in some areas to 42 % in others. It is in this i 
connection not necessary to make a specific mention of the ine- , 
qualities created by the existence of the Permanent Settlement 
in the provinces of Bengal and Bihar. The fixity of the revenue 
demand in these provinces gives them a position of inviduous 
distinction which cannot but cause a certain amount of soreness 
in other provinces. This fact is sure to become a complicating j 
factor at the time of the re-allocation of revenues between the 
Central and Provincial Governments, and impede the develop¬ 
ment of these provinces themselves. But what needs to be 
stressed just now is the fact that even within these provinces there 
are great inequalities in the incidence of land-revenue. These 
are, of course, due to the different stages of development 
attained by different districts at the time of the introduction 
of the Permanent Settlement, and subsequent economic changes 
which have affected their relative .-osition. The inequalities i 
are, however, there as well as in ihe other provinces. In I 
Bengal the range of variation is wider than perhaps in any j 
other province, the actual incidenee being 6*5 in some dis¬ 
tricts of the province and 57*7 in others. The Taxation En¬ 
quiry Committee has examined land-revenue according to the 
canons of taxation, and it is satisfied that judged by the canons * 
of economy, convenience and certainty nothing can be said 
against it. The canons of economy and convenience are 
relatively speaking of secondary importance, though some of 
the recent writers have interpreted economy very widely and 
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given it a premier position as a maxim of taxation; but if canon 
of certainty is also to include precision in the basis and the rate 
of assessment, and is lipt merely to mean certainty regarding 
the amount and the tiAe of payment, then the system is, 
according to the Commictee’s own admission, open to very 
serious criticism. It does not satisfy the canons of equality 
and universality even if they are to be applied in the most 
limited sense. The present methods of assessment are extre¬ 
mely laborious, but inspite of the imposing array of statistics 
which they produce, they lead to results which are lacking in 
certitude and precision. 

It is not at all easy to suggest methods by which the system . 
may be reformed. The Taxation Enquiry Committee has re- 
commended that a uniform basis of assessment should be 
adopted all over the country to which a standard rate be ap¬ 
plied. This can be done in theory, but the application to the 
actual conditions will present very great difficulties. The 
framework of the settlement will have to be changed. It is 
not possible to disturb the existing settlements during their 
currency, and it is no use waiting till the resettlements are 
due everywhere, for the new settlement cannot be undertaken 
all over the country at the ,-anie time. I roquiMto <>f 

any change for the better seem- to be appointment of com- 
miUoos of experts in all provinces to enquire into the practical 
results of the existing systems. In any scheme of the reorga¬ 
nisation of federal finance land-revenue is likely to remain a pro¬ 
vincial source of revenue. When the facts regarding the existing 

stems are more fully known, each province will have to take 
action independently, and adopt measures to remove the ano¬ 
malies. The provincial committees, that have been appointed 
since the Reforms, have merely sought to increase the period 

of settlements, reduce the maximum rate that can he charged 

and limit the pitch of enhancement. These measures wi 
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stereotype the existing inequalities and increase the difficulties* 
of adopting uniform basis and rates of assessment in future. 
The rules adopted in Bombay and Madras that enhancements 
should not exceed 33^ % and 18% % respectively of the current 
assessment are already making it difficult to level up the assess¬ 
ments. Nothing should be done to give greater rigidity to the 
land-revenue system. The Permanent Settlement itself will now 
have to be on its defensive, and every advance towards self-go- ■! 
vernment will strengthen the case for revision of the principle 
on which it is based. The land-revenue systems in other pro¬ 
vinces are also full of contradictions whose removal depends 
upon keeping the liberty of legislative action completely intact 
for making the future re-adjustments * 

This conclusion is only of negative value. It rests on the 
assumption that it is not possible to scrape the existing land- 
revenue system, even though \ery little can be done to remedy 
its defects. This assumption makes it unnecessary to examine 
the proposals which have been made for introducing fundamental 
changes in the basis and administration of the system. The pro¬ 
posals for the redemption of land-revenue and the imposition of 
the tax on agricultural produce carried by rail, therefore, need 
not be considered. The objections urged against these proposals 

* From this point of view it in fortunate that the recommendation of 
the Joint Select Committee that the process of laud-revenue assessment should be 
brought that under close regulation bv statute has not been carried out in any of the 
provinces. From the constitutional standpoint it is wrong that the revision and 
enVmnecment of the hmd*revenue should be outside the purview of the legifla- 
tuivs, but a measure which crystallises the inequalities of the present eystom will 
militate a^ainfrt bs orderly development and perpetuate? the existing anomalies. 
The bilU- framed in Madras, Assam, U. P. and C. P. all take the status quo as 
their starting-jK)int, and provide safeguards against frequent and sudden enhance- i 
ment* in future. This view rests on the assumption that it ?s not advisable 
to disturb the existing settlements. It is not easy to comb ^ut tho inequalities 
of the system, but the tuwl: will be rendered almost impossible if it is held that 
we cannot rectify the mistake* of the past. 1 
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by the Taxation Enquiry Committee are valid. Their adoption 
is a question Which has neither theoretical nor practical impor¬ 
tance. A few words, however may be said about tho proposal 
•to convert land-revenue into a tax on capital value, which has 
also been turned down by the Taxation Enquiry Committee for 
reasons which are not equally convincing. This proposal was 
again put forward by Prof. Thompson of the Allahabad Univer¬ 
sity in a paper which he read before the Economic Conference 
held at Calcutta in 1927 in which he successfully ans- 
werd tho objections of the Committee. Prof. Thompson 
claimed for his proposal advantages which a less enthusiastic 
advocate would not be ready to accept, but it has merits 
which should not be ignored. Its greatest advantage is that 
it will obviate the necessity of having elaborate calculation of 
outturn, commuted value, cost of production, net produce 
which have at present given us what the Burma Land-Revenue 
Committee calls “ quagmire of statistics " that veils what are 
really the ‘outrageous* inequalities of the existing system. It 
will give us a basis which is simple and will, aa the Taxation 
Committee itself admits, be intelligible to the most ignorant 
cultivator. The valuation will bo a much simpler process than 
the present settlements, and even if the ro-vahiui ion cannot bo 
undertaken at frequent intervals, the change will be n consi¬ 
derable improvement on the existing order of things. Land 
has already become a commercial commodity, and the future 
economic progress will make it easier to ascertain its selling 
value on account of the increasing frequency of market tra 
factions. The speculative element cannot be eliminated alto¬ 
gether, but compared to the results of the present methods 
the new basis of assessment will be very definite indeed. Ir is 
true that investment in land is not still regarded in India as a 
purely .business proposition and its selling value does not, on 
f hat account, bear a close relation to the capitalized value of 
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The taxation of capital value of land, can and ought to be 
introduced in the urban areas. The annual value is now or¬ 
dinarily adopted as the basis of assessment, and for general 
purposes of taxation the present practice is sound and does 
not call for any revision. But increase in capital value which 
is due to general social progress of the community or the 
result of specific measures of improvement has everywhere 
been placed in a category by itself and regarded as? a basis for 
the imposition of special taxes. This is one of the methods 
by which taxation of capital value can be immediately intro¬ 
duced in India, and can, later on, be applied on a larger 
scale, when the need of changing our system of land-taxation 
is better appreciated by our people and the ground has 
been prepared for carrying through a well-devised scheme of 
land-tax reform. 

The Taxation Committee has come to another conclusion 
which i: inberenllv sound, but h is supported it by arguments 
of a very controversial character. The proposal for the ex¬ 
emption of the small cultivators from the payment of 
land-revenue has found many advocates in India in recent 
years, ihe reasons given in support of this view are very sim* 
pie. The burden of indirect taxes—customs, excise, salt, stumps 
•md registration—mostly falls on the small cultivators and it 
is unfair to make them pay a larger proportion of their income 
to the public treasury in the form of land-revenue. Even if 
land-revenue is not taken into account, our system is high¬ 
ly regressive, but with its addition its inverted progression 
bedtimes very steep indeed, and if the evil is even to be par¬ 
tially mitigated, the exemption of men who are living on the 
margin of barest subsistence is an obvious necessity. Accord¬ 
ing to the abstract fiscal theory the case for the oxo motion 
of the small cultivator is almost unanswerable. Inspite of 
thin oomndoration, however, the reform cannot be seriously 
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•considered as a practical proposition. The argument against 
exemption is as simple and, for practical purposes, as conclusive 
as the one which is urged in support of the measure. A vast 
majority of the land-revenue payers will be below the limit of 
exemption, if is fixed at Rs. 2,000/-. The facts given a little 
later bear that out, and even if the limit is reduced to Rs. 
1,000 - and it cannot be made lower—the productivity of land- 
revenue will be very appreciably decreased. It is not possihje 
to say with any degree of definiteness what the amount or 
the proportion of loss will be, but there is consensus of opinion 
among those who can speak with authority on the point that 
land-revenue will, if the exemption is granted, become merely 
a vestige of the past, and have no significance whatsover in 
the working of our fiscal system. In a number of provinces 
land-revenue will practically be wiped off from the right side 
of the public accounts. This is & very strong argument against 
the introduction of exemption- limit, but the Taxation Enquiry 
Committee does nol base its rejection of the proposal on 
this ground. The fiscal argument is only very casually men¬ 
tioned, the adoption of the proposal is considered undesirable 
for other reasons. It is, for example, stated that the pre¬ 
sent miserable condithm of.the P°°r cultivators i* nut mainly 
due to the land-re venue sy.^sm. R was. perhaps, necessary to 
bring in this point on. account of the frequent contentions to 
the contrary, but that is no reason why the exemption should 
not. he granted to the cultivators, it the tax-payors of other 
classes are entitled to it. It i- also urged that the introduction 
of exemption limit will put a premium on fractionisation. 
Fractionisi>tion i< a serious evil atvi ono hardly knows how it 
is going to he checked. But it is du > to the economic pr;- v-uro 
which is the result of the growth of population, tin alienee of 
other means of employment, and the working of our social ins¬ 
titutions. It is idle to suggest that fractionisation will proceed 
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more rapidly on account of the remission of land-revenue in 
the case of men whose income falls below a particular limit. 
There is another argument against the grant of exemption 
which was forcibly put before the Committee by two important 
witnesses and which has influenced its conclusion, though it has 
not been specifically mentioned in its Report. Prof. Hamilton 
put this objection against the lowering of the land-revenue 
dgmand in the following words. “ It is evident that where 
there is a strong tendency to borrow up to the limit of avail¬ 
able credit and to subdivide land up to the point at which the 
holding will just support the occupier and his dependents, 
a reduction of the land-revenue is likely to be accompanied 
by an increase of borrowing and further sub-division of hold¬ 
ings. There the cultivator just manages to subsist on his 
earnings or any surplus is absorbed either by the land-lord 
or tne mahajan, the responsibility for the land-revenue must 
bo a burden » however small the revenue may be This is 
the professor’s objection against the reduction of the land-reve¬ 
nue demand, but it would, of course, apply with greater force to 
he grailt of con ' 1>lete exemption. Prof. Jevons of Rangoon con¬ 
sidered the question of exemption itself and gave four reasons 
for his opposition to the suggestion; but “ the most serious 
objection, ” according to him, “ is that the abatement or 
exemption of poor ryots from revenue would merely en¬ 
tourage the growth of population, whilst the standard of 
lvmg remains so low. A larger number of children and 
relatives would he supported on the income of the holding 
and in many cases doubtless the disagreeable necessity of 
one or other member of lm* family, whether to agricultural 
or industrial work elsewhere, would no longer operate 
The conclusion, if this line of reasoning is sound, naturally 
is that exemption will increase the burden of debt, reduce 
incentive to work and giv* an artificial stimulus to the growth 
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of population, and all these undesirable results will follow, 
because the standard of living of the cultivators is so low as 
it is. The point of view from which this objection is urged 
is in itself sound. Low standard of living and the high birth 
rate are our most serious economic evils. No abiding improve¬ 
ment in our economic life can be effected unless our standard 
of living is appreciably raised and the size of our families 
appreciably reduced. The seriousness of these evils is often 
overlooked, but their existence is an outstanding fact which 
has to be borne in mind in the discussion of all economic ques¬ 
tions. But it is very doubtful whether high taxation is the 
right method to remedy these evils. If this objection is valid, 
tenancy legislation should be condemned and any movement 
towards the rise of wages discouraged, as increase in the pur¬ 
chasing power in the hands of the cultivators would only lead to 
greater density of population. This arguement need not 
be developed at greater length. It is reminiscent of the contro¬ 
versy which cen red round the iron law of wages and of the 
contention that it was futile to do anything to improve the 
conditions of the workers unless the primeval instinct to 
beget was held in check by the powerful deaii;© to got. The 
practical importance of combining ’it is very little on 
account of the impraetibi introducing any exemption limit 

in the administration of land-revenue. The aspect of the matter, 
which is of immediate interest, is the fact that there is no 
difference of opinion die necessity of making Concert 

efforts to raise the standard of living of fcho cultivators by mak¬ 
ing a liberal provision for expenditure on educational and 
economic development in the budgets of every province. 
The present level of taxation of the small cultivator may he 
untamed; it-may even be raised if the financial policy of 
Lho state is shaped with a view to give him an adequate re¬ 
turn fur the money that he has to go without on account of 
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revenue. It may however, be urged that land-revenue has 
already been amortized i. e. allowed for in the purchase price 
paid by the present owners, and it, therefore, has been absorbed 
by the transfer, this involves the discussion of a theory 
which is somewhat ticklish, but the general consideration 
relating to it may be stated in simple words. The amortization 
of a tax becomes possible when it is a differential levy or is 
imposed specially on certain kinds of incomes and does not 
affect the earnings of the industry in general. In a country 
like India where two-thirds of the people are directly dependent 
on agriculture and at least three-fourths of national income is 
enve. from it, a tax on agriculture cannot be called a dif¬ 
ferential tax. It is, moreover, necessary for completely 
discounting a tax in the selling value of property that its rate 
should be fixed once and for ever. In the permanently settled 
provinces this process has gone on because of the fixity of 
the revenue demand and may be said to be complete. ‘ In 
the temporarily-settled areas the enhancements of land-re¬ 
venue aie not only possible but generally the rule, and when 
here are so many speculative elements in its assessments, it 
is not right to affirm that the land-revenue has already been 
capitalized and is a factor of no consequence in the incidence 
of taxation. With the rate of the incidence of land-revenue 
'''•trying from district to district, and its future enhancements 
.eing incalculable, the capitalization or amortization theory 
>t hold good for justifying the imposition of income-tax on 
agricultural incomes; The selling values of land will he raised 
if land-revenue is abolished, but that is not the reason for 
assuming that, land-revonue does not constitute a fiscal burden 
on the landed interests. It is to be remembered that so far 
as income-tax is concerned f he effective rate of ITS % is ' 

reachod when (lie arnooni of income is Rs. 5,000/- and the 
rat,, of ■- applied U\ incomes of Rs. 50,000/- and more. 


Even in the permanently settled provinces the lowest average 
rate of incidence, taking the calculation, only as a very rough 
approximation, is 12*5 % the average rate for the other pro¬ 
vinces may be taken at 30 %. That of course, means that all 
land-revenue payers are being taxed at a rate which is applied 
to the incomes of Rs. 5,000/- ami more and most of them at a 
rate which is effective in the case of income-tax for incomes 
over Rs. 50,000. In view of these facts there is something 
to be said for the exemption of agricultural incomes from 
income-tax. The only argument- which can be given in sup¬ 
port of bringing the agricultural incomes within the range 
of income-tax is drawn from a social theory which, though 
sound in itself, is bound to cause an acute difference of opin¬ 
ion. Front a practical standpoint it is probably inexpedient to 
give it a great prominence in the discussion of the question; 
but since, that, it is the only argument on the basis of which 
this step can be advocated, it may be briefly stated. The 
argument is very simple. A very large proportion of persons 
who are living on incomes derived from land exceeding 
sxy Rs. 2,000,- are leading an existence which h«s no 
social utility. They are no. rendering any Herv-iro in ruturu 
for their income from land, and are not otherwise playing 
any useful role in the rural economy of the country. Their 
influence over the cultivating classes is not at all wholesome, 
and in the collection of their rents and the general adminis¬ 
tration of their estates they have recourse to methods wi 
lower the moral stature of our peasantry. In one word, wo 
are suffering from the vvor-t evils of ahsenteei 
of the existence of this rent-receiving class, and it is t<> the in- 
torest of the community not to do anything to strums lion its 
position in our economic life. Tt cannot be tuxed out of 
existence, but the imposition of a differential tax which may 
stimulate its members to become aware of their social obli- 
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gations is a step in the right direction. The Taxation En¬ 
quiry Committee has made a somewhat inconclusive reference 
to the political difficulties of imposing income-tax on agricul¬ 
tural incomes. The difficulties are there, but have to be 
squarely faced and overcome. There are always difficulties 
when a new taxis introduced. It is the duty of rhe leaders 
of the public opinion to place the issue frankly before the 
country, and educate the people in the right understanding 
of the merits of the case. The work of fiscal reconstruction 
requires social courage, and if our public men are up to the 
efforts which are necessary for carrying a measure of this 
kind through, the imposition of income-tax on agricultural 
incomes offers no insuperable difficulties. 

The administrative difficulty of making the agricultural 
income liable to income-tax has also been referred to by the 
Taxation 'Enquiry Committee, nd all that it has done to 
suggest the way out of it is to put the views of the two 
officers, one of whom behoves in the practicability of asses¬ 
sing agricultural incomes and the other does not, in juxta¬ 
position with one another and leaves the matter there. The 
assessment of incomes from land has everywhere been 
attended with a certain amount of difficulty which has led to 
the adoption of a number of devices for getting over it. The 
di 'culty is mainly due to the fact that the farmers do not 
ku “‘' -W accounts and the valuation of the stock-in-hand is 
n^tan easy matter. In India most of the persons who will 
been iik; liable <■„ income-tax wil , nf)t b(J farmerH bnt rent _ 

receivers. f n the provinces in which the reoords of leases are 
complete, it should not be difficult to calculate the actual 
income of the land-holders. In others, the adoption of a 
Conventional m ween Rs. 2,000' ■ to Us. 

5,000/- a certain multiple of the land-revenue demand will 
probably .. ho U.e ol miuP tr.ulve difiioultius in the initial 
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stages of the change. The assessees whose incomes do not 
reach the conventional figure will, of course, have the option 
of satisfying the income-tax officer that their actual incomes 
are lowerjand have thomselves assessed on those amounts. 
For largo land-holders the actual income should ho made tlio 
basis of assessment. They can even be required by law to 
keep simple accounts on prescribed forms to facilitate the 
work of assessment. The work will be so simple and affects 
such a small proportion of the assessees that it will not be a 
a great hardship, if this condition is enforcad. The adminis¬ 
trative difficulties in India will, on account of the existence 
of fairly complete land-records, be less serious than those 
that have been experienced and successfully surmountod in 
other countries. 

There has been a tendency in some quarters to anticipate 
a very large yield from the income-tax on agricultural incomes. 
Prof. K. T. Shah has estimated an addition of 15 croras to the 
public revenues on this account. The wasteful expenditur®, 
which is so common in those parts of the country where 
the landlords are conspicuous, has raised high exportation 
regarding the likely receipts of this tax. But the facts which 
are so far available suggest the need of not being over opti¬ 
mistic about the fisc il result of this reform. .Mr. King, the 
Financial Commissioner of the Punjab, is of opinion that in 
the Punjab out of the total revenue-payers of 31$ millions only 
about 2,000 persons will be affected by the imposition of 
income-tax on agricultural incomes, and considers that it. would 
not be justifiable to cause a great ferment among tho whole 
agricultural population for a small sum. fn Bengal, the number 
of proprietors, sub-proprietors and tenants with an annual 
income of Rs. 2,000.'- or more has been estimated about 5,500. 
In Bombay, it has been* calculated that tho income-tax on 

agricultural inoomes will bring about 70 lacs. In Bihar it is 
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reckoned that the yield of the tax will not exceed this 
amount. These estimates are of course very rough guesses, 
but are useful in as much as they show that it will not do to 
expect too much from the removal of the exemption of agri¬ 
cultural incomes given under Act 14 of 1886. It is not that the 
yield will be so small as to make it undesirable for us to raise 
the issue. An addition of three to five crores may well be 
expected and with increase in efficiency in the administration 
of income-tax better results will be achieved. But it is neces¬ 
sary that in framing our estimates of the receipts of the 
income-tax on agricultural incomes we should keep as close to 
facts as possible. There is, therefere, g >od reason for making 
the agricultural incomes liable to income-tax, and there is 
nothing to b9 said against the proposal from theoretical 
or administrative standpoints if it is to be introduced as 
a measure of differentation. 

There is, however, an alternative method by which the 
same purpose can be achieved in a more effective manner, 
and certain difficulties obviated. The method has already 
been dicussed, but if its application is limited to individuals 
against whom it is advisable to differentiate, it is not open 
to criticism on the ground of being unduly revolutionary. 
This method is, of course, the tax on capital-value of land. 
Its merits have already been stated, and if the exemption 
is limited and is fixed high so that the small land-holders 
are not affected by its imposition, a tax on capital value 
graduated according to the value of property will enable 
us to introduce the principle of differentiation in a manner 
which will bo satisfactory to all concerned. It is not neces¬ 
sary to go into details, or state what the exemption limit or the 
scale of rates should be. The question requires an exhaustive 
consideration of the local conditions which will vary from 
province to province. The general principle is, however, 
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sound, and may be accepted as a working proposition of great 
value. A graduated tax on capital-value of land will intro¬ 
duce a personal element in the system of land-taxation in 

India. Its incidence will fall on the big land-lords. It will 

not be difficult to ascertain the market value of land ; and 
what is perhaps most important from the practical standpoint, 
each province will be able to act independently, to determine the 
form and the rate of tax to suit the local conditions and ap¬ 
propriate its yield for its own purposes. Uniformity in the 
rate of income-tax is highly desirable if not absolutely neces¬ 
sary, and the interests of efficiency require that its adminis¬ 
tration should be centralised. The limits within which each 
province can regulate its incidence are determined by all-India 
considerations. But it is possible to give considerable latitude 
to the provinces in the case of a tax on capital-value of land. 
If it is conceded that it is the necessity of differentiation 
which justifies the imposition either of income-tax on agricul¬ 
tural incomes, or a tax on capital-value of land, it is pssmtial 
that t'le extent of differentiation should be determined by the 
local conditions, and each province be granted the liberty to 
have its own rate in view of the actual incidence of land- 
revenue and other considerations of local importance. It is 
possible for each province to act on its own account if the 
principle of differentiation is applied by the imposition of a 
capital-value only. The diversity of rates and methods of 
administration will not lead to any conflict between different 
tax jurisdictions, or involve the difficulties of nmltiple taxa¬ 
tion ; and if it is dosirable that additional taxation should be 
levied by the provinces and its receipts utilised for vital 
public services like education, health and industries, the case 
for introducing a capital-value tax rather than income-tax on 
agricultural incomes is further strengthened. .A tax on public 
value of land in the cities and a capital-value tax on land in the 
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rural areas will go a very long way towards removing some of the 
glaring defects of the existing system of land-taxation in India. 
The consideration of the direct taxes may be concluded by 

a, passing reference to the Inheritance Tax. India is perhaps 
t e only important country in the world which does not make 
use of this tax at present. It, as is well known, did not, till 
very recently, occupy an important position in the fiscal 
systems of the world. In 1885 it was, to use the words of 
Prof. Adams, a fiscal curiosity. Now it is one of the most 
important sources of revenue in almost every country. 

The social significance of this movement is generally well 
understood, and its future developments will have results 
which will go to the very root of the present economic order. 
The laws relating to succession should, in the words of 
Tancqueville quoted by Dr. Dalton in his - Inequality of 
Incomes,*” be placed at the head of all political institutions,, 
for they exercise an incredible influence on the social con¬ 
ditions of the people ”. The institution of inheritance being 
one of the most important pillars of the modern economic 
society has to bear the brunt of criticism which is now being 
directed against it ; and death duties are of course, the ins¬ 
trument with which its ascendancy is being undermined. 
Rignano’s scheme, which has been avowedly put forward to 
reconcile the advantages of an orthodox economic system- 
unhampered individual enterprise, free competition, etc.,— 
with the exalted principles of justice proclaimed by socialism, 
is only an explicit statement of the purpose which has been 
the prime factor in the rapid spread of the movement all over 
the world. The increasing fiscal needs have rendered easier 
for it to make a successful headway, but the real motive force 
has been supplied by the permeation of the new social ideals. 
In India, the circumstances justify the introduction of these 
taxes at an early date. The equity of the social institutions 
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is not being challanged as persistently in India as it is in the 
Western countries. We have still to think strenuously about 
these important matters, before’we move to the new ' orbits of 
effective social action. The urgency of our fiscal needs, 
however, affords us a very good reason for increasing the 
resources of the State by the introduction of death duties and 
thereby stimulating our social conscience to a higher level of 
creative activity. The proposal for the imposition of these taxes 
have been made since 1860, but the excessive conserva f ism 
of our rulers and the absence of pressure from well-instructed 
and organised public opinion have prevented any steps being 
taken with regard to them. It is necessary for us to make 
up for the defeciency of the past by taking early steps for 
their imposition. The special function of these taxes as the 
compensatory factors in our tax system has already been 
referred to and need not be further emphasised. 

The Taxation Enquiry Committee has examined and ans¬ 
wered the different objections which have brought against 
the imposition of death duties. The most important among 
them is the one which rests on the absence of succession in a 
Hindu joint family. The property being vested in a cor¬ 
porate personality, the taxation of individual shares is said 
to run counter to the fundamental conception of the insti¬ 
tution of joint family, and to create divisions where none exist. 
It is very doubtful whether the institution will be able to 
hold its own against the onslaught of the modern tendencies 
which are emphasising the importance of individuality and 
its unhampered growth as a factor of first rate social impor¬ 
tance. Its disintegration has already commenced and 
proceeded far enough to lead a number of social thinkers to 
advocate the conscious acceleration of an inevitable process. 
It is, therefore, possible to hold that it is in the interest of 
the community to make use of death duties for the purpose 
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of hastening the end of an institution which has outlived 
its social utility and has no future in our national life. If 
this view were accepted, it Would be desirable to ignore 
completely the difficulties which the existence of Mitakshara 
law of inhertance present in the way of introduction of 
these taxes. This would be a heroic measure, and probably 
in conformity with the general trend of our social evolution, 
but its adoption will raise a storm of opposition which the 
fiscal reformers may not like to face. It is, therefore, advi¬ 
sable to take a more conservative line of action and make a 
due allowance for the peculiarities of the Hindu law under 
which a share in the property is acquired by birth and not 
by death. The Taxation Enquiry Committee has, on the basis 
of expert legal advice, come to the conclusion that the tax 
should be imposed on the value of the share in the joint- 
family property which the deceased would have received, if 
the partition of the property had been made immediately before 
his death. The correctness of this conclusion has not as yet 
been questioned • and it is, therefore, safe to assume that its 
application would not be followed by any untoward conse¬ 
quences Ihe view of a Madras officer expressed by him in his 
evidence before the Taxation Enquiry Committee that the law 
of personal inheritance should have nothing to do with the 
payment of taxation is perhaps the right way of looking at 
the whole question. It should any way not give any com¬ 
munity a position of differential advantage in the working of 
the tax system; and that under the present circumstances the j 
law discriminates against certain communities in the matter 
of the payment of probate fees which are the nucleus, out of 
which a fully developed system of taxation of inheritances 
has to grow, has been clearly established by the Taxation 
Enquiry Committee and is a grievance which calls for an 
early redress. The legishu ivo action fur the execution of a 
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well-considered policy of the taxation of inheritances" haS, as 
already stated, been postponed for too long to justify any 
unnecessary delay in carrying out these proposals. 

The use of the plural number in the foregoing paragraphs in 
the references made to the taxation of inheritences is, as all 
students of the subject know, due to the fact that taxes on 
bequests or rather the principles on which the schemes of 
such taxation are based are essentially of different character, 
and distinct in their intent and effect so far as the working 
of the tax system as a whole is concerned. The taxes are 
either imposed on the transfer of property and graduated 
according to its total value or on the portion of the estate 
left to each beneficiary and also graduated according to its 
value. The other two varieties of taxes are graduated accord- 
ing to the amount of wealth which the legatee already 
possesses or according to the nearness or remoteness of his 
relation to the testator. The Taxation Enquiry Committee 
has recommended that in India the death duty should be a 
duty on the mutation of property and graduated according to 
its total value. It has given two reasons for making this 
recommendation. The first is that the idea of succession or 
acquisition being foreign to the Hindu law, duty graduated 
according to the amount left to the each beneficiary will not 
be acceptable to a large majority of the tax-payers. It is 
further stated that on account of the plurality of heirs and the 
difficulty of assigning to them a definite position in the scale 
drawn up on the basis of the degree of relationship, it would 
not be easy to gradu re the tax on the ground of consangunity. 
The mutation duty is comparatively easy to assess and simple 
in operation, and l n view of legal difficulties pointed out by 
the Committee, it will probably be advisable to adopt this 
scheme of the taxation of inheritances. It has, however, to 
be borne in naind that a duty on mutations is an impersonal tax 
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which does not take any account of the capacity to pay of 
the persons on whom it falls. The Royal Commission on 
Taxation in Australia has summed up the objections against 
estate duty, as this kind of tax is generally called, in the 
following words in its final report 

1. An estate may generally be taken as having paid 
during the process of accumulation, its proportionate share 
of such taxes as income-tax, land-tax and other charges 
incident to the acquisition and possession of real and personal 
property. 

2. Tax is more properly leviable upon the person who 
acquires a new interest than upon the mass of property left by 
a person for distribution possibly among many. 

3. The trend of modern thought is in the direction of taxing 
a person in respect of his interest in something of value, rather 
than taxing the thing of value irrespective of its ownership or 
the distinction of any beneficial interest derivable from it. 

4. A succession duty is simple in principle, as the acquisi¬ 
tion of a new beneficial interest, or of an addition to capital 
resources as a result of a testamentary disposition or its equi¬ 
valent affords a clearly understandable basis of taxation. 

5. A succession duty, which is duty not only charged upon 
but also measured by the value of interest devolving upon the 
tax-payer, restsr upon a basis of equity which is absent in 
the case of estate duty. 

These are strong objections and point to the necessity of 
supplementing the duty on mutations at an early date by 
other duties which may be imposed on the principle of ad¬ 
justing the burden to the personal capacity of the tax-payer. 
The administration of the tax will itself suggests ways and 
means by which this object can be realised. The social value 
of the death duties mainly consists in their effect on the dis¬ 
tribution of wealth, which •’.in l>o produced only if there is 
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a close correspondence between their amount and the faculty 
of the tax-payer. 

The review of the direct taxes and their position, present 
and prospective, in our fiscal system lays bare a situation, 
which is hardly reassuring. Its most unsatisfactory feature 
is the fact that land-revenu3, our most important direct tax, 
is full of anomalies and contradictions which are very serious 
and sure to baffle the fiscal reformers for years to come. It is 
necessary to turn the searchlight of scientific enquiry on 
its inequalities and devise measures for rectifying them as soon 
as possible. The task has to be undertaken inspite the fact that 
we are almost certain of not being able to achieve an appreciable 
measure of progress for several decades, if not for generations. 
In the meanwhile, it is necessary to introduce a personal element 
in the taxation of lani in India. This can be done by making 
the agricultural incomes liable to income-tax as a measure 
of differentiation. But the object can be better realised by 
imposing a tax on the capi:al-value of land. It is necessary to 
carry out this reform both for fiscal and vsocial reasons. It is 
a measure to which we have to turn our immediate attention, 
and mobilize public opinion for putting in i determined fight 
against the stubborn and prolonged opposition of the vested 
interests. The exemption of the small cultivator? from tho 
land-revenue is called for as an act of elementary fiscal justice, 
but it cannot be granted on account of the impossibility of find¬ 
ing alternative sources of revenue. The fact that income-tax 
has already become an important source of revenue and can 
bo further developed is the only redeeming featuro of the 
present situation. In death duties we have a fiscal measure 
of great potential importance, which has so far been neglected 
on account of the lack of constructive imagination on the 
part of the framers of our taxation policy. It has to be intro¬ 
duced and utilised to the utmost limit of its possibilities 
without any further delay. 
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LECTURE IV. 

INDIRECT TAXES. 

India is one of the few countries in the world in which the 
importance of indirect taxes has not been decreased by the 
developments of the war and post-war finance. More than 
55/4. of our public revenue is raised by these taxes, and 
there is no prospect of their becoming less important in the 
near future. The problems relating to them are many and 
complex. Their range and variety make it impossible to 
consider even briefly the more important issues, which they 
raise, in the course of M is Lecture. They involve questions of 
policy. India stands committed to the policy of what is called 
discriminating protection. It is vain to hope that it has been 
adopted as a temporary measure to enable the nation to attain 
to the stage of economic maturity. The experience of other 
countries belies such a hope, and we may take it axiomatic that 
once we have embarked upon this venture, there is no going 
back for us. We have to accept it as the working principle 
of our fiscal system. The continuance of this policy, it need 
not be said, will ensure for indirect taxes a place of greater pre¬ 
eminence than they occupy at present in our fiscal system. 
Apart from protection, oven the duties, which are avowedly 
imposed for revenue only, have been made so high that they 
cannot but have an important effect on our economic life in 
general. They can, in some cases, be hardly distinguished from 
protective duties, and as the possibility of their being reduced 
very much below their present level is rather remote, indirect 
taxes are sure to retain their present importance. On account 
of the growing volume and intensity of feeling against the 
traffic in intoxicating drinks, it is generally assumed that the 
extinction of revenue derived from the duties imposed upon 
them is well within > , . 1 . Bu it is very unlikely that this 
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consummation, however devoutly it uuy be wished for, will 
be actually accomplished in the next generation. The facts 
of the case make it impossible to achieve this end, and when 
a serious attempt is made to grapple with the difficulties, 
which they present, it will be realised that it is not practicable 
to carry out this measure of socia m for quite a long 

time to come. The reduction of salt -tax is more likely when 
the normal upward tendency of the public revenues is given 
a fair change of asserting itself, but it will not have any 
serious effect on the predominance of the indirect taxes in 
general. The Stamps and Registration are difficult to classify 
on account of the uncertainty about their incidence, but if 
they are to be put under the category of indirect taxes, they 
will also remain an important source of public revenue, and 
have a considerable bearing on this aspect of taxation. The 
Railways and Irrigation have, on account of the magnitude 
of their operations and their intimate connection with the 
Indian finances, to be given an important place to the con¬ 
sideration of fiscal questions. The process of fixing railway 
and water rates hears a very close resemblance to the deter¬ 
mination of the rates of taxation, and is, to certain extent, 
governed by similar considerations. It is difficult to eliminate 
an element of taxation from the revenue which they yield, 
and at present their receipts have to be taken into account 
in considering the incidence of taxation ir\ India. The 
e'c'ent to which they contain an element of taxation is also 
a measure of the additional importance of the indirect taxes 
in our fiscal system. One has to realise the significance 
of these fac.s to appreciate the necessity of developing tho 
taxes which can be more closely adjusted to th 3 personal ca¬ 
pacity of the tax-payer, and also the difficulties of making our 
tax-system, as a whole correspond to the tenets of fiscal equity. 
It is, as already^remarked, not possible to deal with even the 
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important questions relating to the indirect taxes in this 
Lecture. It is proposed to restrict the scope of observations 
by speaking on the issues which have an immediate importance 
from the standpoint of fiscal reconstruction. 

The question which has to be taken up first is the need of 
overhauling our tarrifs. The importance of this work has 
been duly emphasised by the Fiscal Commission and the Tax¬ 
ation Enquiry Committee. The structure of our tariff sche¬ 
dules is simple ; and having been designed with a view to raise 
revenue by a system of low duties, is not suitable when the 
rates are high and our fiscal policy has undergone a change. 
Bor a revenue tariff under which the majority of articles are 
taxed at one general rate, it is sufficient to define broad groups 
of articles. A detailed specification of various commodities 
is not necessary. The form of our tariff follows the general 
lines of tariffs imposed by countries which have adopted a 
general tariff for revenue rather than for protective purposes. 
Our dutiable articles are grouped under 149 heads compared 
to 1,370 of Sweden, 1,389 of Switzerland, 780 of Canada, 558 of 
Austria, 647 of Japan, 705 of the United States of America, 990 
of Germany, 1,270 of France and 430 of Australia. The numbers 
of tariff items of other countries have been taken at random 
to show how our schedule stands in need of further elabora¬ 
tion. Mr. G. S. Hardy, Collector of Customs at Calcutta gave 
instances in his evidence before the Taxation Enquiry Com¬ 
mittee of the doubtful cases which hove to be disposed of 
by the customs’ authorities on account of ill-defined series 
of groups in which the articles have been classified in the 
Indian tariff schedule. He pointed out that in 1894 there were 
three possibilities in the assessment of the general group-iron 
and steel manufactures. They might be free, or they might pay 
either 1 ' or 5 The ral os heiner low, difference was a 

matter of trivial importance to the merchant, Now things 
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having been changed, fclie rates are very much higher and these 
differences cannot be easily neglected. Now there are five 
possibilities. The article of steel can be assessed : 

(r&) free as a component part of the manual machinery, 

(b) at % as component part of the power machinery, 

(c) at 10 % as structural iron or steel, 

(d) 15 % as hardware, 

(e) at one of the various protective rates of duty. 

He also stated that the luxury duties which are now im¬ 
posed at 30 % relate to ill-defined classes of goods, and give 
rise to considerable amount of doubt and trouble. This is 
inevitable, and the only way by which the difficulty can be 
got over is to provide for a more detailed specification of the 
various commodities. But this is not the only reason why 
it is necessary to overhaul our tariffs When the duties ure 
many, and are as high as they have now become in our coun¬ 
try, they have very powerful and far-reaching reactions on 
trade, prices, industry and the habits of the consumers. 
Their consequences are serious, and it makes hardly any dif¬ 
ference whether they are levied for protective or revenue 
purposes. It is a matter of vital importance to understand 
the working of these duties, and bear their effects in mind in 
the revision of our tariff schedules. It is no longer a simple 
matter to raise or lower them. Their influence on the indus¬ 
trial activity and the economic life of the people makes it 
necessary to exerebse very great discrimination in making 
any change in the structure or the rates of these duties. 

The performance of this work requires the creation of a 
permanent body for the collection of information relating to 
and for the study of the problems of tariff-making. The Tariff 
Board appointed in 1924 in pursuance of the recommendations 
of the Fiscal Commission investigates into and reports on the 
conditions and possibilities of industries which apply for the 
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grant of protection. The Fiscal Commission was of opinion 
that the successful working of the scheme of protection recom¬ 
mended by them depended upon the existence of such a body. 
This Board, having been constituted for the discriminating 
application of the policy of protection, confines itself to the 
specific issues arising out of the questions of granting protec¬ 
tion to a particular industry. The Fiscal Commission had 
suggested that it should study the tariff systems of other 
countries, watch ganerally the effect or the tariff policy on the 
cost of living and perform several other functions, one of them 
being the work of reporting upon what commodities revenue 
export duties can safely be imposed and at what rates. These 
functions do not properly belong to the list of duties which have 
to be performed for carrying out the policy of protection. But 
they suggests the need of widening the scope of the Tariff 
Board’s enquiries. The questions of policy must, of course, be 
outside the purview of the Tariff Board. They must be settled 
by the G-overnment and the Legislature. But the Tariff Board, 
or if it is necessary to give it a more dignified name the Tariff 
Commission, should be entrusted with the work of surveying 
the whole of economic life with special reference to the working 
of tariffs, whether revenue or protective, in the country, and 
help in the carrying out of the policy which may be adopted by 
the Govern nent with the consent of the Legislature. It should 
be a permanent body consisting of members of unimpeachable 
integrity and exceptional ability, and create for itself a special 
position in our fiscal system by the quality of its work and its 
traditions worthy of a judicial tribunal. In America the pres¬ 
tige of the Tariff Commission lua recently been considerably 
lowered on. account of th i revelations regarding its having 
yielded to th© political pressure of the party in power. America 
is a country in which the poli'mtil scan la i are a matter of 
comnv.n occurrence, and it is n therefore, surprising that the 
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Tariff Commission should have come under the cloud of suspi¬ 
cion. In India the conditions of our political life render it very 
improbable; that the Commission would be amenable to this kind 
of pressure. Democracy here will, for some time, be tempered 
by the extensive powers enjoyed by the executive ; and this 
danger is particularly remote in the matter of the discharge 
of the functions which are here under consideration. A well- 
constituted and well-equipped body of experts can, therefore, 
do very good work in India, not only in providing safeguards 
against the indiscriminate extension of protective duties, but 
also in avoiding the pitfalls of an unsystematic tariff-making 
It is not safe to trifle with tariffs under the complex economic, 
conditions of to-day, either from ignorance or deliberate 
dishonesty. It is highly desirable to take effective action 
to prevent any such development. 

The work of this body which we may, for our purpose, desig¬ 
nate as the Tariff Commission will cover a wide field. It will, 
of course, conduct all enquiries connected with the practical 
working of the policy of protection. The Tariff Board has so far 
only confined itself to the investigation of the cases of indivi¬ 
dual industries. There are a number of other functions which 
have to be performed even for carrying out the policy of pro¬ 
tection. It ought to address itself to the other functions which 
were recommended by the Fiscal Commission. The extension 
of the scope of its enquiries will make it necessary for it to 
collect information from foreign countries. Their tariff sys¬ 
tems will have t> be studied, their treatment of the Indian 
products investigated, and the general reaction of their tariff 
policies on Indian interests brought under review. As (he 
number of industries which get the benefit of the protective 
policy increases, the inter-relations of these industries will 
have to be carefully watched, and the effect of their sheltered 
existence on the general economic life of the cotfimunity made 




misr/ff. 


( 96 ) 




a matter of vigilant concern. But the most important function 
which has been grievously neglected so far, is, as it has 
already b3an sujg3sb3i, the elaboration of the tariff sche¬ 
dule. The administrative difficulties of giving effect to the 
policy of protection are at present needlessly increased on 
account of the ill-defined character of the groups in which 
the articles are classified. The appraisement of the value 
of the dutiable articles under a system of aductlorem duties 
is a work which must always require a high standard of 
efficiency and honesty, but the existence of the marginal 
field, which gives -rise to many doubtful cases, and thereby 
causes uncertainty of assessment, throws an additional res¬ 
ponsibility on the officers concerned which they can, in 
most cases, ill-afford to bear, and increases the possibility of 
collusive action between them and the merchants. This is 
the most important duty which the Tariff Commission must 
take in hand, and the n3cessity of constituting it for the pur¬ 
pose has to be appreciated. The effects of the revenue duties on 
our trade, industry and economic life have also to be carefully 
studied. The revenue duties have been raised to their present 
level under the presure of war and post-war finance. As the 
Taxation Committee has pointed out, these duties are stimu¬ 
lating the growth of certain industries, all of which are not on 
a sound basis, and it is not fair to let them take a deep root 
into our economic life without carefully weighing the conse¬ 
quences of the fact on its future progress. The longer theso 
dut ies remain at their present level, the more numerous and 
lasting will be their effects on our economic system, and 
mure difficult, it will be to prevent unhealthy developments 
in its working. It is time to take action as soon as pos¬ 
able, make a complete survey of the existing situation and 
ascertain how far the revision of the revenue duties is 
caiiod for in ordf * • r >ntrol it more intelligently. The 
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real economic cost to the community of the revenue duties, 
as of all other taxes, is to be measured not merely by the 
amount of money that is contributed by them to the public 
exchequer ; but also by their indirect influences on the social 
life as a whole. It is, therefore, desirable that in making 
future changes these effects should be taken into account 
and the Tariff Commission consulted, and, if necessary, be 
required to institute a special enquiry for the purpose. Tariff- 
making is a work whicla cannot be performed by the 
hit-or-miss methods. It requires a great deal of knowledge 
and experience which the officers of the Treasury cannot be 
expected to possess. Tariff must always remain in its essen¬ 
tial character, speculative to a considerable extent. A ‘ scien¬ 
tific ’ tariff cannot be framed, and no formula can be used 
according to which it may be worked in actual life. But it is 
necessary to collect facts about production and consumption 
of tho commodities and interpret them with very great care 
in drawing up the tariff schedules. 


The composition of the Tariff Commission is a matter 
with regard to which it is not necessary to say much : 
that it should be absolutely ahovo suspicion, of course, is 
too evident to be specifically mentioned. The present Tariff 
Board consists of three members, a government official 
a legislator and an economist. The Commission should n,,t 
be a large body. Its strength may be increased to five, but 
it should not exceed that, number. It is not- necessary to 
find a seat for legislators on the Commission. Nomina 
tion by the Government is the method which can he 
used for constituting the Commission. The representation 
of any special interests has to be scrupulously avoided 
The American Commission has lately been utilised for gi v . 
ing a share o special interests in its deliberations. The 
duties of the Commission will be so extensive that it will 
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not be necessary to give representation to any interests 
whatsoever. Its impartiality can be safeguarded by giving 
it the dignity and detachment of a really judicial body, 
composed of men whose competence to deal with and advise 
on the various issues can, on no account, be questioned. 
The Commission will require a large and highly-qualified staff 
for carrying out its duties. The work of the Commission 
will, incidentally, lead to the collection of a lot of information 
which will be useful for other purposes as well. But the 
work of economic enquiry, which it will be doing, will only 
be a by-product of its proper duties which relate to the discri¬ 
minate application of the policy of protection and the intel¬ 
ligent making of tariffs in general. They are imperative 
enough to justify tbe creation of the Commission at an early 
date. 

There are two other matters which may be referred to here 
briefly, before we turn to other indirect taxes. The Finance 
Member has, in his speech, which has been referred to a num¬ 
ber of times in the course of these Lectures, expressed his 
disappointment at finding that the Taxation Committee had to 
some extent gone back on what he regarded as the wiser views 
of the Fiscal Commission on the subject of the export duties, and 
in particular on the undesirability of using them for protective 
proposes mainly for one reason. It was held that their use 
for protection was undesirable as they, in order to be really 
effective, had to be imposed at a high rate and, therefore, in¬ 
volved a serious burden on the producer. Their use for raising 
revenue was also disapproved for the same reason and it was 
recommended that they should be sparingly used, only in 
the case of monoplies and semi-monopolies ; and their rates 
should be moderate. It may be accepted that, on the whole, 
the Finance Member s predeliction in favour of the views of 
the Fiscal Coinmisnion is justified by the facts of the case 
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The incidence of export duties is generally on the pro¬ 
ducers, and as they cannot dictate their own terms in most 
cases, it is not right to handicap them in foreign markets 
by levying special taxation on the commodities which have 
to be sold abroad. But it may be stated that there is no 
reason why the fact that a tax falls on the producers should 
always be urged as a reason for not using it for revenue 
or protective purposes. The producers and consumers are 
not divided into two water-tight compartments. If a tax on 
producer is imposed, it may fall on the same individuals 
on whom the taxes on consumption generally fall. That 
seems to be true of the tax on oil-seeds and manures about 
the propriety of which this difference of opinion has arisen. 
These taxes will fall on the producers of seeds, etc., who are 
practically paying all the cosumers’ taxes, and therefore it is 
merely another method of reaching them. The use of such taxes 
cannot be banned merely because they involve taxation of pro¬ 
ducers. In this case there is a good reason why this considera¬ 
tion should not have any weight against its imposition, because 
what the producers will lose on account of having to accept 
lower price of their articles will be more than made up by the 
gam which will accrue to them by their being able to got 
manures and fertilisers at a lower price. It is not suggested 
that a tax on oil-seeds is desirable under the present circum- 
Ntances. The prejudices against the use of some of these 
manures are strong and will not wear out easily; and even if 
they can be overcome, the cost of these manures may piao e 
them beyond the means of a large majority of our cultivators. 
When cow-dung has to be used as fuel on account of the poverty 
and ignorance of the people, it is somewhat premature to 
advocate a tax on bones, etc., in the interest of agricultural 
progress. We are here, however, concerned with the general 
principles according to which this question is to be settled. 
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Export duties for protective or revenue purposes should not be 
used indiscriminately, but it is wrong to avoid them altogether 
on account of their incidence on producers. There may be, 
in cases, very good fiscal or social reasons for making use of 
them within certain limits. 

It is necessary to place the relations of the Indian States 
with British India on a more satisfactory footing, so far as 
the fiscal policy of the country is concerned. The considera¬ 
tion of the question raises a constitutional issue of first-rate 
importance which it is not possible to discuss here at any length. 
It is a part of the bigger question as what should be the place of 
the Indian States in the future constitution of the country, and 
has to be taken up in the political readjustment of the future. 
There cannot, however, be any difference of opinion regard¬ 
ing the end which it is necessary to secure in making these 
changes. Economic unity of a country is a necessary basis 
of its political unity, and the latter must be precarious to the 
extent to which the former is not fully assured, and so long as 
any possibility of its being put in jeopardy by an ill-considered 
policy or action on the part of a political unit within the country 
is not completely provided against. It is not possible to divide 
India into two distinct halves for any purpose that is really 
essential, and it is inevitable that in all matters the Indian 
States should be drawn into what the authors of the Joint 
Report called '* the orbit of the Empire.” But in economic 
matters the unity of the Indian States with British India is a 
vital condition of their mutual existence, and it is impossible to 
preserve it without establishing the customs union. The pre¬ 
cise nature of the existing relation between the Indian States 
and the Government of India is known only to those who have 
an access to the government archives, but it is well known that 
several States have the right to impose their own tariffs. They 
have not till now used then© rights to the detriment of the econo- 
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mic intrests of the country at large; but this harmony has been 
achieved by the exercise of the authority of the paramount power 
in more or less an arbitrary manner, and cannot endure when 
their mutual relations are put on a more definite basis unless it 
is deliberately provided for in the adjustment of future relations. 
The breakdown of the treaty of 1917 and the re-imposition of 
the customs cordon at Viramgaum is only a presage of the 
future, and now that some of the States have developed maritine 
ambitions, it is essential to ensure that their fiscal policy should 
not be at variance with that of the country as a whole. The 
methods by which this object can be realised have to be care- 
full y considered, and will depend upon the scheme by which 
financial relations of the States with the Indian Govern¬ 
ment is to be regulated. The States have a legitimate grie. ance 
in as much as in the recen: developments of the fiscal policy of 
India, their interests and viewpoints have not been duly taken 
mto account. It will, of course, be necessary to provide machi- 
nery by which they can be given an effective share in the 
determination of our tariff policy and practice; but it is incon- 
eievable that they should have the freedom to have their own 
tariffs and to place obstacles in the way of the growing econo- 
mic unity of the country. This is an important problem of our 
isc a reconstruction, and so much depends upon its solution 

* 1 1S necessa ry it should receive an immediate* and earnest 
attention at our hands. * 

A word may also be said about discriminatory tariffs, 
ndia has not as yet been drawn into the network of treaties 
which regulate the commercial relations of nations. But it is 
very unlikely that she can keep out of i for very long. These 
treaties are, as is well known, negotiated as a result of pro¬ 
longed bargaining which is preceeded by a period of bluff, and 
in some cases actual tariff warfare. The rates are put up to 
suit the exigencies of the contest, and have very little, if any- 
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thing, to do with the economic interests of the countries 
concerned. The post-war experience shows that margin bet¬ 
ween maximum and minimum of general and conventional 
rates has been considerably widened. The maximum rates of 
the French tariff, which in 1892 were only 25 p. e., and in 1910 
50 p. c. higher than the minimum rates are now four times as 
high. Tariffs in Norway, Portugal, Belgium, and Spain show the 
same tendency towards wider bargaining margins. These com¬ 
bative policies have created tariff barriers which are making 
the economic recovery of the world such a painful process. 
An improvement in the political status of our country will 
carry with it a larger measure of fiscal autonomy, which will 
enable us to negotiate commercial treaties with foreign coun¬ 
tries to promote the interests of our trade in the world markets. 
This will, of course, be satisfactory as a measure of our political 
emancipation, but the newly-acquired freedom will have to be 
used with a considerable degree of moderation. The practice 
of padding tariffs to secure commercial concessions is a part of 
the order of things, which has to pass away if the new dawn is 
to fulfil the promise of a brighter day. It would he well if 
India does not feel the need of framing discriminatory tariffs. 
But even if the world is slow to learn the elementary lesson of 
reciprocal gain being the essential condition of international 
trade, it will be in our interest to exercise restraint in this 
respect, and never overlook the needs of our economic situation 
in carrying on our tariff negotiations. The Tariff Commission 
will, of course, be the agency which will help us to reach wise 
decisions in these matters, and ought to be placed in a position 
to give its advice on the basis of all the relevant facts of the 
case. Discriminatory tariff is a double-edged weapon, and has 
to be used with utmost care 

The greatest disservice rendered to India by the imposition 
of the cotton excise duty is that It has discredited excise 



duties as a whole. The question of their place in our fiscal 
system is not considered on its own merits, and the passions 
engendered by the former controversies fill the atmosphere 
with noxious vapours, which make it difficult for us to view 
the. matter in the clear light of reason. The Fiscal Commission 
urged the necessity of beginning with a clean slate. But 
the prejudices against excise duties cannot disappear by 
wiping the slate clean, and echoes of these controversies will 
continue to be heard long after the cotton excise duty has 
become a dead issue. The arguments in favour of excise duties 
have been clearly and concisely stated by the Fiscal Com¬ 
mission. “ Theoretically imposition of equal excise and import 
duties is a sound method of indirect taxation in cases when 
the home industry does not require protection. ” If the state 
has to get what the consumers have to pay, it is necessary that 
a revenue import duty should be accompanied by a counter¬ 
vailing excise duty, if the success cf the latter can be ensured 
from the administrative standpoint. This is not only economic 
orthodoxy but plain commonsense, and should be a cardinal 
feature of our tariff policy. The mere fact that cotton excise 
duty had an unhappy history does not change the essentials 
of the situation. The cotton mill industry in India is an old 
and well-established industry, and the presumption against 
its being granted protection is very strong indeed if our real 
object is to promote the best interests of the ‘country and 
not to pay of the old scores. The export of three-fifths of 
the cotton grown in the country or the import of two-thirds of 
cloth required by the people has no bearing on this aspect 
of the question. It is not possible to ignore the par' that senti¬ 
ments play in human affairs, and we may refuse to impose 
excise duty on cotton industry as it revives evil memories of 
the past; but we should know that we are paying a price for 
keeping these apparitions out of sight, and the price is to be 
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paid by those who can least afford it. If high irrport duty.of 
11 p. c. is continued and excise duty is not imposed even if 
there is no case for protection for the cotton industry, we will 
be repeating the wrong that has been committed in every 
protectionist country, the wrong of pampering the few at the 
expense of the community as a whole. * 


Of the other excises levied for the purpose of revenue, it is 
not necessary to say much. Salt-tax, which is, however, 
partly a customs duty, is the most important among them, and 
is another impost which has a history of its own and played 
a prominent role in our political controversies. The arguments 
for and against it are very simple, and the frequency, with 
which they have been discussed, makes it unnecessary to men¬ 
tion them here. Is the salt-tax to go ? The answer to this 


♦The recommendations of the Tariff Board for the grant of bounty and an 

all-round increase of import duty to help the cotton industry to tide over the 
existing difficulties have not been accepted by the Government of India on the 
ground that cotton industry should need no stimulus at the coat of the general 
tax-iaw:T if such development is in its own interest. The Tariff Board's recom¬ 
mendations were based on the assumption that cotton mill industry was suffering 
on account of competition from Japan. According to the findings of tho Tariff 
i: ,ard, the effects of these conditions, which give Japan an unfair advan- 
1 ge over India, will have disappeared by the end of 1929-30. If this is so, it should 
1 m- possible, in a few months, to raise tho question of the re-imposition of cotton 
excise duty. Cotton industry will presumably then he in a position to stand on 
its own legs, and it will be in accordance with general principles and the 
recommendations of the Fiscal Commiesion to impose an excise duty on cotton 
industry not of 3} p. c. but of Up. e, and if that be move than sufficient to 
m et tho revenue necessities of the country, a lower rate can be tixed both for 
customs and excise duties. But even the Government of India, aimed as it is 


with extraordinary powers, cannot contemplate with equanimity the possibility 
of imposing 11 p. c. excise duty on Indian cotton industry. It may be very sound 
ihooi j ? but it is oxtremely bad politics. The clean slate docs not carry us very 
far - Tlie 8teru 1CftUt * 68 of situation have to be accepted, but the principle of 
du.cn limitation m its application to tho o eby sacrificed 
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question does not involve considerations of principle but only 
of practical expediency. The Taxation Committee argued that, 
if it was desirable to impose any tax on the mass of the com¬ 
munity at all, there was much to be said for the continuance 
of the salt-tax. But this view is hardly worth considering, as 
most of the taxes in India are paid by “the mass of the commu¬ 
nity”, and it is not possible to justify the retention of the salt- 
tax on this ground. It is not even necessary to preserve it as 
an emergency reserve. This consideration might have been im¬ 
portant in the pre-war years, but now the development of 
income-tax and customs has changed the situation,, and. they can 
be jointly relied upon for giving to our tax-system the elasticity, 
which it ought to possess, if we are to be prepared for all contin¬ 
gencies. The Taxation Committee has given certain figures 
to show, that the present rate of duty does not restrict salt con¬ 
sumption below the quantity necessary for health. -General 
averages do not afford a very safe guide, and it is necessary 
to examine the effect of this duty on consumption more care¬ 
fully ; and if it is a fact that the people are in a position to 
buy all the salt they require for their health at present prices, 
the continuance or the repeal of this tax should then be deter¬ 
mined by practical considerations. The abolition of the tax 
pan be urged on the plea that either it will materially improve 
the purchasing power of the people and make it possible for 
them to raise their standard of living, or otherwise give them 
a margin to increase their savings. If this- is to be the 
crucial consideration for reaching a decision on this point, it 
will be obvious to everyone who can discuss it in a detached 
manner, that the continuance of the salt-tax cannot be a factor 
which will in any way adversely affeci the economic welfare 
of the people. -The average yield of the tax is about 7 orures 
out of the Vital revenue of about 150 crores, and its incidence 
per head is 3 as—6 ps. If-the tax is repealed, the country 
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as a whole will lose about 4. 8 % of its tax-revenue, and each 
individual increase his purchasing power by 3 as—6 ps. The 
loss of revenue will cause serious inconvenience to the com¬ 
munity, and make it necessary for it to tap new sources of 
revenue, or restrict its expenditure ; while the individual prac¬ 
tically will gain nothing by the change. It has already been 
stated in our first lecture that, in view of the urgent need of in¬ 
creasing public expenditure in so many directions, it is a wrong 
policy to strive to reduce the general level of taxation. The 
people can afford to pay the existing taxes and even more, if 
their money is spent for dynamic purposes. The right line of 
advance is, therefore, to seek to bring about a more effective 
utilisation of the yield of this tax, as of other taxes, and not 
its abolition. 

Among the excise duites, which are not imposed at present 
but have very great potential importance as revenue producers, 
a tax on tobacco produced and manufactured in India easily 
comes first. The hesitation experienced by the Indian Go¬ 
vernment till now in introducing this tax is another testimony 
of its lack of enterprise in matters relating to taxation, which 
has been such an outstanding feature of the government 
policy in this country. The only argument for inaction, which 
has been consistently urged, whenever the proposal for tax¬ 
ing tobacco has been made is that there are great adminis¬ 
trative difficulties in the way of ensuring the success of such 
a measure of taxation. James Wilson, who gave an important 
place to the tobacco tax in his budget of 1860, expressed his 
opinion on the proposal in the following words. “ The only 
other tax which we propose is a duty on home-grown tobacco 
to an amount as nearly corresponding with the import duty 
as possible. I am aware that there has been much discussion 
in respect of tlii* duty; J am aware that the opinion is not 
unatoinioui ot\ tho subject, but It is very nearly bo and the 
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objections of those, who have opposed it, have been confined 
chiefly, I think, to the difficulty of levying it. Sir, when a 
minister in England complains of the difficulty of his task, 
he is not infrequently told that he occupies his high office for 
the purpose of overcoming these difficulties—let us accept the 
same obligation. I hope within a short time, when my hands 
are less full, to offer a measure to the Council which it. will 
approve for the purpose ” During the few months that Wilson 
was spared after making this memorable speech, his hands were 
full all the time and he could not elaborate his proposal; but 
since his death the finances of India have been in charge of 
twenty-three Finance Members, the tax has been developed in 
almost all the civilised countries of the world, and is being 
levied with considerable success in as many as seventy-two 
Indian States, the customs duty on tobacco, after passing 
through a number of vicissitudes, now stands at 100 % 
and yields a revenue of 190 lacs., manufacture of cigars 
and cigarettes has been undertaken within the country and 
become a large-scale industry, and still the question of taxation 
on tobacco is under consideration, and the Provincial (Tovern- 
ments have to formulate their views on the proposals. The 
difficulty of levying it has been, as it was in 1860, the mam 
objection all these years against its introduction, and the 
ministers, who have held this high office, have not been told 
that they occupy their responsible position for overcoming this 
difficulty. But it is time that this obligation should now be 
accepted, and no further delay allowed to occur in the imposi¬ 
tion of this tax. An estimate of the prospective yield of the 
tax must more or less be a conjecture, but that it will be consi¬ 
derable does not admit of any doubt. According to one calcu¬ 
lation the tax will yield about 12 crores if its incidence is as 
high as it is in Travancore State. In the initial stages the rate 
of the tax will have to be kept low, and it will take time before 
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the point of maximum revenue is reached. Even iti the begin¬ 
ning a revenue of at least three crores can be expected, and 
it will not take long to work up to a higher figure. The form 
in which this tax is to be imposed will, to a certain extent, 
depend upon as to whether its yield is to go the central or 
the provincial treasuries. A state monoply of tobacco production 
and manufacture need not present insuperable difficulties, if it 
is to be a central source of revenue. But this will probably be 
against the trend of federal finance in India, and a license 
duty on vend combined with excise duty on manufacture will 
be a satisfactory method of introducing this tax. We have 
waited long enough. It is necessary to take immediate action 
in the matte’r. 

It has already been said in the opening paragraph of this 
lecture that the extinction of revenue derived from taxation of 
liquors and drugs, howsoever desirable it may be, is out* of 
question for the period that we need take into account for 
the time being. This is the official view of the matter, and 
the consistency with which it has been urged against the popular 
view makes it difficult for a scientific student of the subjecc" to 
associate himself with it without incurring the suspicion of 
becoming a partisan in the controversy, which has new been 
carried on for over forty years, without producing any effect 
on the general tenor of debate. The arguments used on 
both sides are familiar, and it is not nacessary to set them 
forth here for getting the whole question into the right focuss. 
The controversy has, all these years, been conducted on the 
same plane of thought. If one reads the despatch of 1888, 
which Lord Cross, the then Secretary of State, addressed to 
the Government of India on the subject of the excise policy 
of the latter, and the speech of Sir Basil Blackett in the 
Legislative, Assembly in September, 1925 on the resolution 
recommending the prohibition of the import., manufacture, 
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sale and use of liquor in India* we find that the officii view 
has not changed since 1888,. and. besides citing tb~ ri & ures 
excise revenue and Jirquor consumption of i 9 ce^ c years, tire 
Finance Member said nothing which had not been expressed 
several 'times over by his predecessor- Similarly the perusal of 
speeches delivered by our legislators in the full-dress debates, 
which have taken place on this subject in the central and 
'provincial legislatures since the introduction of the Reforms, 
produces the impression of our having got into a mental rut, 
which has become an important limiting factor in our discus¬ 
sion of the question. The charge, that the government officers 
attach greater importance to the consideration for public 
revenues than for the social well-being of the people, has always 
been levelled against them and as often indignantly repudiated 
by them. The relative merits of the auction and fixed-fee sys¬ 
tem of licensing the vendors have been discussed threadbare and 
now three provinces are using the fixed-fee system, with the 
modification of charging a sliding scale of duties according to 
the quantity sold, and the rest are satisfied with the system -of 
■auction sales. The Government of India in paragraph 7 of 
their despatch No. 12 of 1914 thus concluded their observations 
on this point. “For the present, therefore, while we desire to re- 
tain the existing systems as they have developed to meet local 
needs, we do not regard the question as closed.” The * question 
is open still, and we are no nearer its solution now than we were 
in 1914. The desirability of ascertaining and deferring as much 
as possible to reasonable public opinion has been conceded by 
the Government: but they have, all along, been strongly 
opposed to giving the local licensing boards any executive 
powers lest it should be converted into a system of local 
option, and that because this development would be antagonis¬ 
tic to genuine progress in the cause of temperance. The Go¬ 
vernment have held that their, to use the words of the despatch 
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refer. e( j to above, “primary duty, and one of greater importance 
than reduction of j?j nit consumption, is the complete sup¬ 

pression of illi c i manufacture ana 1 vend.” This point has 
always been g>ea ly stressed by the exponents of official view, 
and its bearing, it may be added, on the issues irrr.olved not 
adequately appreciated by its critics. It, therefore, seems tutile 
to dwell on these points at greater length, or try to forecast 
the future developments. Public opinion in favour of prohibi¬ 
tion has gained strength in the last decade, but the prospect of 
its being enforced has become more remote than ever on 
account of the increasing dependence of the provincial govern¬ 
ments on this source of revenue. 

It may, however, be useful to say a few words about two 
aspects of the question, the one economic and the ofher adminis¬ 
trative. The formula in which the government policy has 
been embodied is M maximum of revenue with minimum of 
consumption”. This has been interpreted to mean that it is ths 
duty of the Government to minimise temptation to those who 
do not drink and discourage excess among those who do; and 
the methods employed for realising this aim are the re¬ 
duction of the number of licensed shops and hours of sale, 
the control of their location, and the imposition of as high a 
rate of duty as possible without encouraging illicit manufacture 
and vend. Since 1906-7, the number of shops for the sale of 
liquor and drugs has been reduced from 1,12,086 to 76,484 in 
1913-14, and to 59.125 in 1923-24. The revenue during the 
same period has increased from 8*84 crores in 1906-07, 
to 13’30 crores in L913-14, and to 19 27 cr >res in 1923-24; and the 
incidence of taxation par head of population from -/6/6 in 
1906-07 to -/a/5 in 1913-14, and to-/12/6 in 1923-24. The con¬ 
sumption during the sam3 period has not increased, but has 
not varied in inverse ratio to the increase in the rates. Com¬ 
plete figures for the consumption of country spirits, toddy and 
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drugs are not easy to obtain, but from the figures of the con¬ 
sumption of country spirits given by the Taxation Committee it 
appears that it has decreased from 6,957 thousand gallons in 
1906-07 to 4976 thousand gallons in 1923-24. In 17 years while 
the incidence of taxation has increased by 100% and revenue by 
113%, the consumption has decreased only by about 16%. This 
points to the conclusion that the demand for liquor is, rela¬ 
tively speaking, inelastic; and the policy of reducing consump¬ 
tion by raising taxation can be effective only within very 
narrow limits. The same can be said of intoxicating drugs 
as well, and if this be true, it will appear that the raising of 
duties to a high limit, even though when it does not encourage 
illicit production, may lead to the maximum of revenue without 
the minimum of consumption in the sense in which the phrase 
is ordinarily understood. The consideration suggests the need 
of attacking the evil in some other way. The policy of raising 
the prices of liquor and drugs by raising the rates of duties can 
be carried too far; and in a country, where the purchasing power 
of an average family is so low, it may depress the standard of 
living of the people without causing an appreciable reduction 
of consumption. Mr. G. P. Hogg, Commissioner of Excise 
(Bengal), pointed out very clearly the limitation of the formula 
adopted by the Government in his evidence before the Tax¬ 
ation Enquiry Committee. He hit it off so well, that it will 
not be amiss to quote his statement in full. “ I have ”, he said, 
ct always felt that the dictum * minimum of consumption with 
maximum of revenue * is not an adequate statement of policy. 
As between consumption and revenue it expresses a valuable 
connection but only relatively. It affords io guide to the 
absolute minimum consumption or maximum >f revenue which 
the state is prepared to collect. For every gi an level of con¬ 
sumption, there is maximum revenue obtainal o and vice xsersa. 
Butas to what the level ought to be, the principle gives us no 
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clue whatsoever. The criticism is, therefore, not without some 
force that the Government is making.it more difficult every 
year to replace the revenue which, on the whole, is increasing. 
It seems to me that if it be really cone eded that the aim of the 
government policy is to effect a steady reduction of. the con¬ 
sumption of country spirits and hemp drugs; one of the first 
steps should be to fix the maximum amount of revenue which the 
Government requires from these sources, and then press down 
the consumption to the corresponding minimum level. As new 
sources of revenue are secured, and the old sources yield increa¬ 
sed amount, the excise revenue would be correspondingly reduced 
and consumption further diminished. The position at present 
is that consumption goes up, Government increases its estimate 
of revenue, and then it becomes more difficult to carry mea¬ 
sures likely to affect budget expectations. I need not elabo¬ 
rate the argument at length, but I think that the Government 
might express its policy in more definite terms --absolute rather 
than relative in character—on the assumption that future 
developments in India will be steadily in the direction of 
reducing the consumption of excisable articles.” This is an 
admirable' statement ol the present position, and coming as it 
does from an officer intimately connected with the excise 
administration, it should carry the weight which it deserves. 
Hie charge against the excise policy of the Government is not 
that it has increased consumption, but that it has not reduced 
it to any considerable extent, The Government must, therefore, 
adopt more positive methods for reducing consumption, and not 
rest, contented with the automatic effects of increased taxation. 

- -The rates of excise duties are not uniform in India, and 
in this respect practice in this country is different from what 
is held to be right policy and practice elsewhere. In the 
American Constitution, it is provided that “ the Congress shall 
havq power tp lay and collect taxes, duties, imposts and excises, 
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and to pay the debts and excises, and to pay the debts, and 
provide for the common defence and general welfare of the 
United States; but all duties, imposts and excises shall be 
uniform throughout the United States.” In other qountries, a 
similar constitutional provision is made, and diversity of 
excise is rightly considered as subversive of the principles of 
federal union. In India, the rates of duty on country spirits per 
proof gallon vary from Rs. -/6/- to Rs. 21/2/-; and the rates vary 
not only from province to province, but also in the same 
province. The rates in Bihar and Orissa vary from Rs. /10/- 
-to Rs. 10/-, in Bengal from Rs, 1/12/- to Rs. 21/2/-, in Madras, 
from Rs. -/15/- to Rs. 10/10/-, in Burma from Rs. -/6/- to 
Rs. 13/12/- and in the Central Provinces from Rs. -/10/- to 
Rs. 13/12/-, The rates on drugs are also different, though the 
range of variations is not quite so wide. This diversity of rates is 
accounted for by various reasons. It is due to difference in 
the economic conditions of the people, facilities for illicit 
distillation, varying standards of efficiency reached in different 
parts of the country and proximity of the Indian States where 
lower rates of duty are charged and control over production is 
not quite as strict. All the administrative officers seem to be 
agreed that the uniformity of rates is not practicable in India. 
The different rates maybe tolerated as a necessary evil; but it 
should be possible to reduce their variety considerably if the 
inconvenience caused by them in a system of federal finance 
is fully realised. The difficulty has already been experienced, 
and overcome by a makeshift device. But the danger of 
smuggling from a low-duty zone to a liigh-duty zone must 
always remain an embarassing feature of the fiscal system if 
the rates of duty vary from province to province and from 
district to district in the same province. There are certain 
hilly tracts inhabited by backward races where it is not possible 
to enforce a high rate of duty; hut such areas are not many, 
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and it would not be difficult to apply to them special regulations 
for excise administration, but there is no reason why the progress 
of the country as a whole towards a greater uniformity of rates 
should be held up because of this difficulty.. The highest rate 
in Bengal is Rs, 21/2/ and in Bombay only Rs. 10/-. It cannot 
be maintained that this difference in rates is justified by differ¬ 
ence in economic and other conditions of these two the presi¬ 
dencies. There is a close connection between the excise 
revenue and the economic conditions of the people, closer 
perhaps than the latter and any other sources of revenue ; but 
the incidence of revenue varies from Rs. -/3/5 in the North- 
West Frontier Province to Rs. 2/2/5 in Bombay. In Madras it 
is Rs. 1/2/6, in the Punjab Rs. -/15/10, in the United Provinces 
Rs, 9/1/-, and in Bengal Rs. -/7/4. The difference in the pur¬ 
chasing power of the people in different provinces cannot 
possibly correspond to these variations in the incidence of 
excise duties. It ought to be possible to level up these rates 
and reduce their diversity within well-defined limits. The first 
step should, of course, be greater uniformity in each province 
itself. Bombay has more than eleven rates, while Madras has 
practically two. In the latter presidency in twenty districts 
the rates vary from Rs. 8/7/- to Rs. 8/13/-, and is Rs. 10/10/- in 
five districts. In twenty-five out of twenty-seven districts of this 
presidency there are thus practically two rates of duty on 
country spirits. It should be possible to do in Bombay and 
in other provinces what has been done in Madras. Everywhere 
the conditions in capital towns and industrial centres are differ¬ 
ent from those in smaller towns and rural areas, but this is 
not made a reason for levying varying rates of excise by other 
governments. Mr. A. G. Stokes, Commissioner of Excise 
(Madras), in his evidence before the Taxation Enquiry Com¬ 
mittee, expressed himself thus. “The nature of the country and 
the propensities of the people aro not uniform. Many facts 
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arise while the question of fixing duty is considered, and though 
uniformity is on general grounds desirable, I do not regard it as 
essential.’ , Mr. Hogg of Bengal adopted a similar view. “ I do 
not see, ” he said, “ any merit in uniformity. Where good 
- reasons exist for variations, then the only opposing factor that 
need be considered is complication and confusion of accounts 
and figures.” The right view is that the uniformity of rates is 
both desirable and essential. And as it is a factor of consider¬ 
able importance in a well-organised system of federal finance , 
varying excises are not permitted anywhere in the world. 
Variety should be an exception rather than the rule. It is nece¬ 
ssary to make concerted efforts to introduce greater uniformity 
of rates, and even an absolute uniformity should not be dis¬ 
missed as a purely utopian ideal. 

Opium, once the most important source of revenue, next to 
the land-revenue, is now, relatively speaking, of very little 
fiscal importance. The opium policy of the Government of 
India has, since John bright led a campaign against it, been 
condemned vehemently from time to time. Now the Gover¬ 
nment has stopped the sale of opium by auction and under¬ 
taken to extinguish the exports of opium for other than medical 
and scientific purposes. There will be no exports of opium for 
purposes other than those to which no exception can be taken 
after 1935. The Government of India derive a net revenue of 
Rs. 1*45 crores by the sale of opium outside India. Their net 
revenue for three years before the war was oil the average 
about 8 crores. It will, in ten years, be practically reduced 
to a vanishing point. The provincial governments receive 
about Rs. 1*6 crores by the sale of excise opium, and the 
amount is likely to remain a fairly constant factor in the 
provincial revenues for some years to come. It will be besides 
the point to say anything about the controversy which lias 
arisen regarding India’s right to regulate her domestic eonsump. 
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fcion without any outside interference. The action, which the 
Government of India has already taken in restricting exports, 
will go a long way in removing the misunderstanding that has 
arisen. It is necessary to go further and restrict the consump¬ 
tion at home. There is unmistakable evidence that in certain 
areas opium evil does exist. Assam with a population of 7*6 
millions has an annual consumption of 838 maunds ; while in the 
United Provinces, with its population of 45 millions, the con¬ 
sumption is 550 maunds ; and in Bombay, with its population of 
19 millions, it is 754 maunds. The fact that the average con¬ 
sumption per head in this country in 1893, when the Royal 
Commission on Opium conducted its enquiries, was 27 grains , 
and now it is 17 grains does not mean anything if in certain, 
local areas consumption is very large and undermining the 
health and morals of the people. It is possible to adopt a more 
rigorous policy in the case of opium than in that of other 
intoxicants, on account of the government monoply of cultiva¬ 
tion and manufacture. Smuggling, that has been growing 
of late, will have to be put down, and will require a greater 
degree of inter-provincial co-operation. But now that the Indian 
States are coming gradually into line with the British India 
in this matter, it should be possible to reduce the consumption 
within the country much more rapidly. This will satisfy the 
world conscience and be also desirable from the national stand¬ 
point. If this line of action is adopted, it will, of course, mean 
that even for provincial purposes ojrium will dwindle in import¬ 
ance as a source of revenue. This result will not cause any 
serious inconvenience, and he welcomed by the advocates of 
temperance. 

Stamps and Registration together contribute Rs. 14*6 crores 
to the public treasury in India, which is more than 9% of our 
total tax-revenue. The receipts of these duties has been 
increasing since 1878-79. They were then Rs. 3*2 
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Rs. 5 crores in 1900-01, Rg. 8*41 crores in 1913-14 and Rs. 14*26 
crores in 1924-25. They have increased not only absolutely, 
but their relative importance in our tax-system has also in¬ 
creased. They were 5*5% of our tax-revenue in 1878-79, 6*8% 
in 1900-01, 8% in 1913-14, and over 9% in 1924-25. Their inci¬ 
dence is very doubtful ; and it is, therefore, difficult to classify 
them. It has even been argued that they are not taxes but 
fees for services rendered. It is possible to maintain this view, 
but the balance of arguments is in favour of regarding them 
as taxes, though it is almost impossible to say whether they 
are, shifted ; and if so, on whom .their incidence rests. It is not 
possible to graduate them according, to the paying capacity of 
individuals, and the rates cannot be framed with reference 
to any principles other than that of not raising them so high as 
to reduce their yield. Hobson is of opinion that they are 
“cumbersome relics of the past, haphazard methods^of catch¬ 
penny improvisation, which have no place in a scientific system 
of finance.” From a theoretical standpoint it is difficult to 
dissent from this view ; and there is, therefore, a great deal to 
be said against placing an undue reliance upon them for fiscal 
purposes. But the place which they have already secured for 
themselves in the tax-system of our country, as they have in 
those of other countries, makes it very unlikely that they 
will be dislodged from their present position of considerable 
importance. They will, therefore, continue to remain an im¬ 
portant source of revenue in the near future and have to be 
reckoned with in our schemes of fiscal reconstruction. 

It is not possible to consider whether the stamp duties on 
various kinds of transactions are rightly imposed, and whether 
their rates are or are not unduly high. The question whether 
the court fees should just cover or more than cover the cost of 
judicial administration has been debated since 1886, and apart 
from the fact that it is not possible to say how far the existing 
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rates are yielding profit, the issue cannot be settled on a priori 
grounds. Bentham’s view, that justice should not be sold, 
is one view of the matter ; the other being that the imposition 
of court-fees is necessary to deter the people from indulging 
in their favourite pastime of litigation to excess. The practical 
consideration, that it is undesirable for the different provinces to 
have varying rates of these duties, has been emphasised by the 
Taxation Enquiry Committee. It ought to be clear now, i hat 
what the Meston Committee called ‘a genuine and complete 
separation of resources’ does not require that the receipts of 
non-judicial stamps should be appropriated by the same autho¬ 
rity which gets the yield of court-fees. Complications are 
arising which ought to be avoided ; and central legislation 
and central control of these taxes is necessary in the interest 
of, what the Australian Commission on Taxation called, the 
harmonisation of taxation.. 

This review of indirect taxes and their place in our tax- 
system may now be concluded. They have been dealt with in 
this lecture in a somewhat fragmentary manner on account of 
the necessity of covering a wide range and of taking into consi¬ 
deration a variety of issues. The fact, that they occupy such an 
important place in our tax-system steepens its otherwise inver¬ 
ted progression, and supports the view that the right line of ad¬ 
vance in India, since these taxes have to be with us for a very 
long time, is to change the incidence of the benefits of expendi¬ 
ture rather than that of the burden of taxation ; though the need 
of developing direct taxation to the utmost is imperative,and has 
to be properly appreciated. The administrative considerations 
are particularly important in connection with those taxes, and 
have to play an important role in the determination of future 
policy with regard to the Tariffs, if they are to administer 
well, must be placed in charge of a competent body of experts 
who should not only consider the question of granting protec- 
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tion to particular industries, but examine their effects on our 
entire economic life, specially on our position in the world 
markets. Early financial settlement with the Indian States is 
of immediate importance, and should be concluded to dispose 
of the outstanding issues, and provide for an orderly and harmo¬ 
nious development of our economic life. Indirect taxes cannot 
be abolished, but they can be wisely regulated ; and the way 
to do so is to understand the intricacy of the problems which 
they give rise to, and take a matter of fact view of these 
things. These taxes, or most of them, have been very much 
to the fore in our political controversies, but that has not 
helped us to clarify our ideas with regard to them, and it 
would not lead to a better understanding of their position in our 
tax-system if we continue to treat them solely as political 
issues. Denunciation is at best a negative virtue, and we need • 
a great deal more than that for the task of fiscal reconstruction 
that awaits us. 
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NON-TAX SOURCES OF REVENUE. 


Distinction between tax and non-tax sources of revenue is 
not clear cut. Non-tax sources of revenue, apart from the 
administrative receipts, which are not important, are either 
fiscal monopolies or public domains and industrial undertakings. 
Fiscal monopolies, like salt, tobacco and matches, are made the 
exclusive preserve of the state primarily arid specifically for 
the purpose of increasing public revenues, and can be and are 
made use of as a means of indirect taxation. Public domains 
and industrial undertakings are managed as quasi-commercial 
concerns, but can also be utilised for realising monopoly reve- 
. nue, which, in its last analysis, can hardly be distinguished 
from taxation proper in the case of public authority. In India, 
opium is the only fiscal monopoly, but as it has no future, it is 
not necessary to add to what has been said already in the 
last lecture. If salt and tobacco are not to be made public 
monopolies in India, the question of fiscal monopolies does 
not possess any practical interest for the fiscal reformer at 
present. But the same cannot be said of public domains and 
industrial undertakings. Posts and telegraphs, railways, irriga¬ 
tion and forests are, collectively, important sources of revenue 
for the state, and their importance in our fiscal system is not 
only great but also growing. Of these, nothing need be said 
about posts and telegraphs. Their net receipts hardly amount 
to 50 lacs ; and as the Government has always disowned the 
intention of relying upon these departments for expanding its 
revenues, it may be assumed that they will in future just pay 
their own way ; and if they yield a substantial surplus, it will 
either be used for improving the efficiency of service or dis¬ 
sipated by a reduction of rates. 
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The other three activities of the Government are, however, 
on a different footing. Railways have been made autonomous 
by the separation of railway finance from general finance, but 
they have not ceased to be of interest to the student of taxation 
on that account. • The convention, according to which autonomy 
has been secured to them, is subject to revision, and is being 
provisionally tried for three years. It is, therefore, possible 
for the Government to levy a higher contribution on the rail¬ 
ways than they are paying under the existing arrangements. 

The Government is now receiving about Rs. 5‘5 crores from the 
railways, and this amount is likely to grow larger with their 
increasing prosperity. The Taxation Committee has come to 
the conclusion that the amount so paid is to be included in 
pure taxation ; and though the point is, as the Committee itself 
has admitted, debatable ; the arguments in its favour are fairly 
convincing, and the amount in question can well be taken as 
part of the tax-revenue of the Government. But the most 
important reason why the railway earnings and the principles, 
which govern their aggregate amount, cannot be left out of 
account by the fiscal reformer is the fact that the problem of 
rate-making is exceedingly complex, and is, in many ways, 
similar to the problem of taxation. The principle of charging 
what the traffic will bear has been interpreted by some 
eminent authorities as analogous to the principle of ability 
to pay and justified on that ground. Acworth interprets , 
to quote Ripley, “ charging what the traffic wilt bear some¬ 
thing analogous to this. His allegation is that the rate- 
schedules are built upon the principle of equality of sacrifice , 
otherwise characterised v tampering the wind to the shorn 
lamb. ” Hadley is more explicit, defends the principle against 
its abuse, and adds that “ it is unpopular because it has 
been misapplied by railway managers, and made an excuse 
for charging what the traffic will not bear. Really applied 4 
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however, it is the only sound economic principle. It means 
taxation according to ability-ability being determined by actual 
experiment. “ It is open to question whether the experimental 
method, which the railway managers can use for assessing the 
ability to pay, can be taken as a safe guide for the purpose, for 
the mere fact that the traffic is not appreciably diminished by 
raising a particular rate may be more a proof of the inflexibility 
of demand for the commodity which has to pay a heavier rate 
than of the ability of those on whom it falls ; but it may be 
admitted that the process of railway rate-making is so far re¬ 
moved from the process of valuation in the ordinary sense of 
the word that it can be maintained that it is, in some respects, 
not different fromt he process by which th eschedules of customs 
and excise duties are built up. The principle of charging what 
the traffic will bear can be justified on the ground that it leads 
to the fuller utilisation of the railways. That is so ; but the 
limits within which the traffic manager can vary his rates 
without consciously infringing the principle of rate-making give 
him an amount of power which can very well be likened to the 
taxing authority of the state. There is an element of arbitrari¬ 
ness in the exercise of this power, considerations of cost and 
utility afford very little guidance in the determination of indi¬ 
vidual rates, and the officer has to rely more upon his judge¬ 
ment of what is right and ought to be rather than upon objective 
facts which he must take for granted. Railways in India are 
the property of the state, and even if the lines, which have 
recently been brought under state-management and others 
whose contracts have not as yet been expired, are leased to 
indigenus companies later on, public control of rates in the 
interest of the community will be a necessity. The internal 
autonomy of railways is highly desirable ; but the enormous 
financial stake, which the state has in their management, and 
their vital importance to the economic life of the country, be- 
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sides of course, the complexity of rate-making itself, make it 
equally desirable that the policy of fiscal reform should be 
shaped with due regard to the position of railways in our finan¬ 
cial organisation. In accordance with the provisions of the 
London Protocol 1924, the German railways have been trans¬ 
formed into an autonomous undertaking with its own property 
and its own liabilities ; but the organisation has had to assume 
a liability of 11 milliard marks for the payment of reparations 
which will not be completely redeemed till 1964. This, of 
course, means that the German people are to be taxed through 
their railways for 40 years to meet their peace treaty obliga¬ 
tions. A similar possibility of levying heavy taxation on the 
people through the railways exists in India, as in every other 
country where they have been nationalised. The changes in 
railway rates can reduce the incidence of the protective duties 
or enhance it. From the point of view of the consumers, the 
effect on the price of a commodity like salt of the increase 
of railway freight is the same as that of the enhancement of 
salt-tax. It is not necessary to say more. The connection 
between railway finance and our fiscal system is and must be 
of a very intimate character. 

It is also unnecessary to point out the relation of water- 
rates to the Indian tax-system. They are, at present, almost 
an integral part of our land revenue system in some provinces, 
and their rates are changed to suit the vaying needs of the 
provincial exchequers. The intimate connection, which exists 
between them and the land revenue system, is open to criticism 
from the standpoint of fiscal theory and sound business 
methods, and has to be revised if irrigation is to be made 
an autonomous undertaking. But even then it will be 
almost impossible to divorce water-rates completely from land 
taxation ; and in their case again the problem of fixing rates is 
a difficult one, and presents issues, which are similar to those 
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that have to be dealt with in the consideration of the ques¬ 
tions of taxation. Their place in any scheme of fiscal re¬ 
organisation has to be carefully considered ; and it will not, as 
it will be pointed out a little later in this lecture, be easy to 
make the necessary adjustments. 

Forests do not present any complex issues at present, but it 
is the view of all who are entitled to speak with authority on 
the matter, that their potential importance is great, and, apart 
from conferring incalculable benefits on the country from 
the standpoint of its economic development, they can become 
very good revenue producer for the state, if they are exploited 
scientifically and adequate funds are provided for the purpose. 
A responsible forest officer anticipates the acrual of an 
annual revenue of 50 crores from forests in about 50 years if 
the government is prepared to finance the schemes of develop¬ 
ment, the future success of which cannot be a matter of any 
doubt or difference of opinion. This is, of course, a guesswork; 
but when it is remembered that now the net revenue from this 
source is about 2*2 crores and more than 20% of the area of 
British India is under forests, one can very well expect a very 
great expansion of forest revenue without taking an over- 
optimistic view of their future possibilities. Forests are the 
public domain of the government, which has to be fully 
developed as much in the interest of public revenues as of 
the general welfare of the community. 

It is always stated that railways are a business undertaking 
and ought to be run on purely commercial lines. Whether 
this consideration should be accepted as all-important in the 
management of railways depends upon how we interpret 
it. That their working expenses, which must include an 
adequate provision for the depreciation of plant and equipment, 
should be fully covered by the j itlway earnings and the claims 
of the stock and bond-holders be met out of the surplus, of 


course, goes without saying. In this sense the railways should 
Certainly be managed as a commercial undertaking. The Inch- 
cape Committee was of opinion that the country could no 
afford to subsidize its railways, and that it was necessary to 
ensure that not only the railways be placed on a self-support- 
illg basis but an adequate return obtained for the largo capital 
expenditure which had been incurred by the state ; and it 
held that if they were to yield an economic return on the 
capital invested by the state, they should, after allowing for 
interest, annuity, and sinking-fund payments, give an average 
return of at least 5H% on the capital at charge. This rate is no 
excessive, and happens to correspond to the rate, which the 
Inter-state Commission of the U. S. A. has, under the Arc of 
1920, been instructed to take as a fair return for railway pro¬ 
perties held and used, in transportation, and to keep in view in 
fixing the rates of the railway corporations. But this, of 
course, should not be taken to mean that all non-commarcial 
considerations are to be ruled out of court in conducting 
the operations of railways. Railways are not a commercial 
undertaking in this limited sense of the word. They are a 
first class public utility enterprise, and are to be managed on 
that, basis. The non-commercial considerations, which are 
really social considerations, are, within the limits set by the 
necessity of o iming, what the English Railway Ant of 1921 
calls ‘fcl e standard revenue’ of paramount impohtance, and 
should 1 ve free play in determining the rail way-rates and 
conditions of service For this, it is necessary that the rail¬ 
ways should, even when their management is in the hands of 
several administrative units, be treated as one joint concern, 
and the problems of their development approached from the 
national standpoint. They are a vast undertaking, but their 
efficiency and utility are sure to be impaired if the essential 
unity of their different administrative organisations is lost sight 
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of in the actual working of the railways. The same considera¬ 
tion requires that there should be a complete co-ordination 
between the different forms of land transport, and between them 
and the carriers by sea and river. The recurrence of a case, 
like the one cited by the Acworth Committee, in which the 
railway rates were actually changed to kill a small navigation 
company should be rendered simply impossible. And, of course, 
the railway-rate policy should be so regulated, that though 
ordinarily the rates should be determined by business consi¬ 
derations ; it should be possible to realise objects of social 
utility through changes in these rates. Tausig is of opinion 
that all traffic is ancillary to the division of labour, and that a 
railway is not economically advantageous to the community 
unless it pays its way. This is, as already stated, true within 
certain limits. It is, nevertheless, of great importance that 
within these limits the railways should be managed not merely 
as freight carriers ;but also a means of achieving ends, regard¬ 
ing the social utility of which there cannot be any question, 
but whose value cannot hi measured by any pecuniary cal¬ 
culus. This means that the rate-fixing authority should have 
a wide discretion in framing the schedules, and steps be taken 
to see that it is exercised strictly for bona fids purposes. 

It may be legitimate to offer concession rates to an industry 
not merely because it is of advantage to open a new region 
by railways which may not pay at the outset, though this 
consideration will by itself, in most cases, do for the purpose, 
but because it is in the interest of the community to develope 
a particular area or industry. The exercise of this power 
needs to be hedged by certain safeguards. Railway-rates are 
very flexible and can be made a cover for personal or local 
discrimination of an anti-social character. The need of cons- i 
titviting an authority which should do this work and run the 
enterprise as a social undertaking is the more imperative on 
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this account. But just because they are flexible, and must be 
so in the very nature of things, is the reason why it is necessary 
that the social standpoint shouid receive adequate consideration 
when railway policy is conceived or executed. Railways, to 
repeat once more, are of such vital importance to the community 
that the economic considertions must be subordinated to those 
of social well-being. And though on account of the immense 
expenditure involved in constructing and running them, it is 
not possible to make them a charge on the general revenues, 
it is pre-eminently desirable that the administration of rail¬ 
ways be informed by a spirit of public service without which 
it is impossible to make them really efficient in the sense 
of getting utmost out of them for the community. 

Separation of railway finance from general finance is a mea¬ 
sure of great consequence from the financial standpoint, but it is 
something more. It is a step towards bringing India into line with 
the course of evolution which the development of railways and 
similar undertakings is taking everywhere. The govern¬ 
ment undertakings are, in an increasing number of countries, 
being conducted by ad hoc administrative bodies specifically 
created to suit the exigencies of services rendered by them. 
It may be assumed that such bodies will fuction as efficiently 
as the boards of large joint-stock companies. It is essential 
for the success of the new experiments that the internal organi¬ 
sation of these undertakings should be improved,. their capital 
and revenue accounts maintained on an up-to-date basis, and 
the traditions of a high standard of public duty, which we asso¬ 
ciate with all well-organised public services, built up in the con¬ 
duct of these operations. The Indian railways are in charge 
of the Railway Board whose internal constitution has been 
recently revised. The system of railway accounts has been 
recast, but it needs to be greatly improved. The divisional 
system of administration, which ha$ been recently introduced, 


will make greater decentralisation possible and relieve the 
officers at the headquarters of routine work which is really 
outside the proper sphere of their duties. But it is necessary 
to carry the reform further, if we are to have a unified and well 
co-ordinated system of railways in India. It is necessary to 
have regrouping of our railways to avoid overlapping of the 
spheres of operations or duplication of plant. Separation of 
audit from accounts introduced recently in the East Indian 
Railway will have to he extended to other railways, and 
made a part of the wider reform which should aim at the 
separation of executive from supervisory functions. Experience 
will itself suggest further lines of development, but the manage¬ 
ment by a well-organised and fully equipped administrative body 
detached from the central government should be a sinquoanon 
of our future railway policy. “One of the most interesting' 
and unnoticod developments of recent decades,” according 
Mr. J. M. Keynes, “ has been for the big enterprise to socialise 
itself. ” This development has two aspects. The first is that 
public interest becomes a dominant factor in the management 
of these undertakings, and the other is that their internal organi¬ 
sation is brought to a high level of efficiency by entrusting 
their management to those who have the necessary experience 
and ability for the work. The latter are placed in a fiduciary 
oqsl ion, and the undertaking in their hands becomes a public 
rusr and an organ of the dynamic life of the community. This 
is tbs function which our railways have to perform in our 
social economy; and the step that has recently been taken, 
though primarily dictated by financial considerations, is in 
keeping with the line of evolution of similar undertakings 
in other countries of the world. In India the government 
already owns big enterprises. It may be necessary to extend 
the scope of what in known as state-trading. It wiJl be 
desirable to apply the same principles of administration to 
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all socialised enterprises. The need of constituting ad hoc 
bodies for irrigation and forests will be referred to a little 
later. But as posts and telegraphs are not to receive any 
further consideration, it may here be stated that it is neces¬ 
sary to reorganise this public department on the same lines. 
Now that the process of separating capital account from 
current account has bean completed in posts and telegraphs, it 
is possible to take the next step and make this department an 
autonomous undertaking. In Germany, since 1924, postal and 
telegarph services have an organisation of their own, with its 
own property and its own liability. Of the current receipts 
80% are to go to a reserve fund until the fund has risen to 
hundred million marks, when the whole surplus will be paid 
over to the treasury, A similar change has to be introduced 
in the organisation of our postal and telegraph services. It 
is called for in the interest of efficiency and public utility. 

The questions of the function and organisation of railways 
have a bearing on the problem of finding a suitable place for 
them in our fiscal system. It is in the domain of rate-making 
that they assume special importance. The theory of the matter, 
although not simple, is not difficult to understand. But the 
art of rate-making is neither simple nor easy, and as strictly 
economic considerations cannot be depended upon as guides 
in its practice, there is room not only for honest and wide 
divergence of opinion, but also fora great deal of discrimina¬ 
tion of social and anti-social chracter. The difficulties of 
rate-making arise, as it is well known, from the very conditions 
under which the railway operations are and have to be 
conducted. The first and i he most important ot these is that 
the construction of railroads eniails very heavy capital expen¬ 
diture, which jnakes the overhead charges a very important 
determining factor in rate-making. The total capital at charge 

of Indian railways in 1924-25 was 733*4 crores and their gro»# 
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earnings Rs. 114*8 crores, or in other words the former is 
more than six times the latter. The other condition, which is 
almost as important, is the fact that a very large proportion 
of the current expenditure is independent of the volume of 
business; and what is more, it is not possible to allocate it 
among different items of traffic ; and even the apportionment 
of the variable expenditure is, in most cases, an impossible 
task. If we take the railway expenditure for 1923-24, we 
find that the working expenses amount to Rs. 62*93 crores 
and interest on capital including annuities to Rs. 23*95 crores. 
The interest charges are, of course, fixed ; and do hot vary 
with the volume of business. It is not possible to analyse 
the working expenditure here in order to see how far it is 
constant and independent of the volume of traffic, and how 
far variable. But it is certain that a large portion of this' 
expenditure has to be incurred irrespective of the amount of 
the traffic carried over the lines. Maintenance of lines, for 
example, cost Rs. 13*01 crores during the year. A part of 
this expenditure is due to wear and tear, but this amount is 
small, and the bulk of the amount spent for this purpose is not 
variable to an appreciable degree. Locomotive expenses, in the 
same year, amounted to Rs. 21*60 crores. The proportion of 
variable expenditure for this item is probably higher than in 
that of the maintenance of way, but even then not more 
than half of the expenditure of a railway on locomotives 
dejjends upon the volume of business. Ripley in summarising 
his observations on the expenditure of Amrican railways 
comes to the conclusion that approximately two-thirds of 
the total expenditure of a railroad and more than one half of 
the actual operating expenses are independent of the volume 
of traffic. If we assume that the same proportion holds good 
in the case of Indian railways, and for our argument this 
assumption will not he unwarranted by the facts of the situation, 
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out of the total expenditure of 1923-24 about Rs. 53 crores 
can be taken as constant or independent of the volume of 
traffic. That, of course, means that the cost per unit of weight 
or per passenger decreases with the increase of business, and 
it is not possible to differentiate it for different items of traffic. 
The rate-making authority has, therefore, to fix the rates 
with reference to what is known as the principle of charging 
what the traffic will bear ; which has been condemned by some 
as 4 the method of squeezing as much as you can without 
exceeding the limit of endurance’, and hailed, as already 
stated, by Acworth and others as the ethical maxim of ’ tem¬ 
pering the wind to the shorn lamb’. It can, as a matter of 
fact, be used for both purposes, but what is of importance is 
that as the cost of rendering each service is indeterminate, 
it is the only principle which can give any guidance in 
framing railway tariffs. The necessity of using it as the basis 
of railway rates does not, however, provide safeguards against 
its abuse, and the experience of all countries has established 
the fact that without the public regulation of rates it is impos¬ 
sible to ensure that they would be just and reasonable. 
Railways cannot conduct their operations under competitive 
conditions. The existence of the latter is not only imprac¬ 
ticable but also uneconomical. The consolidation of railways 
is in accordance with the highest interests of the community, 
and the power which rate-makmg places in the hands of 
those who are charged with this all-important duty ought to 
be exercised in public interest. The corrupt manipulation 
of railway rates has probably shown the present economic sys 
tern at its worst; and the measures, like the Act to Regulate Com¬ 
merce of the U. S. A. and the Railway Act of 1921 of Great Bri- 
tian, are a practical recognition of the supreme importance of 
remedying these evils. It is not enough that there should not 
he any unfair discrimination or favouritism. That is only a nega* 
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tive aspect of the question. Its positive aspect is that the rates 
should be determined by considerations of social well-being. 
They should embody a policy of social development. Even when 
there is no discrimination, the principle of charging what the 
traffic will bear does not guarantee that exorbitant rates 
would not be charged, and what is more, there is nothing in- 
hereht in the principle itself which may suggest that it should 
be applied with a view to realise the maximum sOoial advan¬ 
tage. It is to be interpreted very widely if it is to ser ve as a 
dynamic principle of social importance. This positive aspect of 
the policy of the public regulation of rates makes the task of 
the rate-making authority infinitely more complex. The appli¬ 
cation of the principle of charging what the traffic will bear is 
difficult enough, if its scope is confined to securing the fullest- 
utilisation of railway plant But if it, like taxation, is even 
though within certain limits, to be used as a means of deve¬ 
loping the economic and social resources of the community, 
the task becomes almost baffling, and has, to be done well, 
to be placed in very competent hands. The power which the 
railway rate-making authority possesses to make and unmake 
individuals, industries, cities and even wider territorial units 
haa to be used with strict regard to the interests of the 
community, and it has to be consciously exercised with the full 
understanding of its far-reaching importance. Public regu¬ 
lation of rates is, then, a necessity to prevent personal and 
local discriminations of the wrong kind and to promote the 
economic and social development of the country. 

The present position with regard to railway rates is admit¬ 
tedly unsatisfactory. The Railway Act does not make any 
provision for fixing them. But the Government has, since the 
very beginning of railway construction in India, been trying 
to regulate them within certain limits. Clause 8 of the ori¬ 
ginal contracts of the late guaranteed ff.*n ntl ,no B . 4 . , 

aipames was intended 
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to make it possible for the Government to exercise some 
control over the rates; but, as it is well known, its actual 
operation turned out to be unsatisfactory, and the railway 
companies were not amenable to the control of the Govern¬ 
ment of India. Guaranteed system of railway finance not only 
made the companies reckless in capital expenditure, but took 
away from them all incentive to develop traffic by the reduction 
of rates. They sought to increase their profits not by increasing 
their volume of business, but by enhancing thei.r rates. The 
Secretary of State made matters worse by his frequent inter¬ 
ference and circumsription of the powers of the Government 
of India in this matter. The maximum rates and fares laid 
down by the Government were of no practical value; and, 
even after 1879 under the new system of company management, 
the Government did not assume wider powers of control. 
They could fix maximum and minimum rates, change maxima 
and minima; but had no authority to challenge the discretion 
of the companies in fixing the individual rates. Th3 position, 
so far as the company-managed systems are concerned, is 
even now just the same. As Sir Clement Hendly, the late 
Commissioner of Railways, in a meeting held on the 22nd 
August 1923 at Calcutta, when the question of reduction 
of freight on coal was under discussion, said, “ In the first 
place I want it to be clearly understood that the question of 
fixing railway rates is the one which the Government of India 
delegates entirely to the companies. The Government of India 
confine themselves to fixing maximum and minimum rates, 
and in accordance with the terms of the contract, the compa¬ 
nies fix their own rates/’ Government and the public are 
thus helpless against the company managed railways ; and as 
about 15,000’ miles of railways are either owned and managed 
by companies or owned by the state and managed by com¬ 
panies, and contracts of some of them will not expire til) 
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1950, it is not possible to expect a more effective control of 
rates in the near future. That the Government should have 
given the companies such a wide latitude in fixing rates 
inspite of their having contributed only a very small portion 
of the capital required for the construction of these lines is a 
conclusive argument against the arrangement hy which this 
valuable public property has been leased to private con¬ 
cerns. The system has now been fully discredited, but it is 
not possible to liquidate the existing liabilities for some years 
to come. 

The inequalities which have existed between goods for 
exports and imported articles on the one hand and goods for 
internal use and locally manufactured articles on the other, 
have been an object of complaint for many years, and their 
removal has been urged by the Industrial Commission, the 
Acworth Committee, and the Fiscal Commission ; but there 
has not been any appreciable improvement in the situation 
in this respect, and it is even now maintained by the indi¬ 
genous manufacturers and business men that export and import 
traffic still enjoys differential advantage over the movement 
of goods within the country. There is some justification for 
charging lower rates for traffic to and from the ports. It 
costs the railways less to handle this large volume of business 
than what the Industrial Commission called ‘ a number of 
casual driblets’. But now it is accepted that the low port rates 
have to go as they have exercised and are exercising a depres¬ 
sing influence on the development of home industries. This 
step is called for not merely as an application of the principle 
of charging what the traffic will bear, though in some cases, the 
need of developing certain industries, which may eventually 
give a large volume of business to the railways, may justify the 
grant of concision rates to them at the outset, but as it 
is necessary for the success of the policy of developing the 
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economic resources of the country. The Railway Board issued 
a circular in 1915 in which the railways were asked to make a 
special endeavour to do all that was possible for the encourage¬ 
ment of indigenous industries, and since then three commissions 
have advocated the adoption of a wider standpoint in the policy 
of fixing railway rates, but we have not yet made much head¬ 
way in this direction, and it is only when we realise how very 
impracticable and inadvisable it is to base it on narrow busi¬ 
ness considerations, that a real change can be effected. The 
railway administration ought to be an autonomous under¬ 
taking, but it should be run as, what it essentially is, a public 
utility enterprise, and within the limits set by the need of 
making it self-supporting as a whole, the railways fares 
and freight should be determined by social needs. This is, 
of course, true not only of industries but also of agriculture, 
and as a matter of fact, of every kind of traffic. Special conces¬ 
sion rates are necessary in the case of fertilizers and imple¬ 
ments, and a very good case be made for favourable treatment 
of certain a,reas which are now undeveloped and backward. If 
is neither necessary nor possible to go into details. Railway 
rate policy of the government is open to criticism, and it is 
essential to alter its fundamental basis. Even froili the ortho¬ 
dox standpoint the existing rates have to be thoroughly revised, 
but if it conceded that it i? necessary to take into account 
wider considerations for a really progressive policy, it is highly 
desirable to go further, and examine their effects on the whole 
economic life of the community. This change cannot be 
carried out in its entirety on account of the limitations imposed 
by the terms of the contracts, and the special features of our 
political life; bui if we admit it s necessity and do all that is 
possible under present conditions, we will be acting in a far¬ 
sighted manner, and in comformity with the trend of events 
everywhere. 
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Public regulation of rates requires that a special body 
should be constituted for the purpose. The Railway Board 
cannot perform this function. It is, of course, outside the 
province of the legislature or a committee appointed by it. It 
is necessary to create a special agency for fixing railway rates. 
The Acworth Committee recommended the establishment of a 
Rates Tribunal to adjudicate upon disputes between railways 
and the public in the matter of rates levied by the former. 
The Government has appointed a Rates Advisory Committee 
instead to investigate and make recommendations to it regard¬ 
ing complaints about undue preference and unreasonableness of 
rates, and other conditions of packing etc. This Committee 
has to deal with cases referred to it by the Government on the 
application submitted by the parties affected by the rates 
to which exception is taken. The Indian Chamber of Com¬ 
merce has expressed its disRatinfootion with this Committee, 
as, in its opinion, a body so constituted cannot be relied - upon 
to arbitrate impartially between the railways and the public. 
It is necessary to provide a tribunal of appeal against the 
decision of the railways, and it is, therefore, desirable that it 
should be able to do its work without any fear or favour. But 
even the Rates Advisory Committee can, if its proceedings are 
open to the public and the results of its investigations published 
for the information of the latter, develop traditions of inde¬ 
pendence, and for all practical purposes be a tribunal of appeal 
against the decisions of the railway authorities. Now the 
rates are fixed by the agents of the state or the company 
managed lines between the maxima and minima laid down by 
the Railway Board. The report of the Rates Advisory Commi¬ 
ttee will be submitted to the Government of India, and tho 
latter may be depended upon lor taking necessary action to 
redress the grievances, if a case against the agents has been 
made out by he committee; and even if the Government is 
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found wanting, the Railway Finance Committee or even the 
legislature can exercise a certain amount of pressure on the 
railway administration for the redress of the grievances. A 
statutory body with a well recognised status, functions and 
power to enforce its decisions on the Railways would have 
been more effective for protecting the public against unfair 
treatment; but the Rates Advisory Committee can, if the cir¬ 
cumstances are not against it, do fairly well for the purpose 
for which it is constituted. There is, however, another objec¬ 
tion against its working which is more fundamental. It is 
not really a rate-fixing authority. The scope of its activities 
is limited. It will only take cognisance of cases in which the 
rates are alleged to be unreasonable or of a discriminatory 
character. The Railways Rates Tribunal in England-a statu- 
tary body set up by the Act of 1921-has been empowered to so 
regulate and control rates, charges and conditions of service 
as to yield the companies a standard revenue. It deals with 
all railway rates, and examines them with a view to see that 
they are fair and reasonable. The tribunal is not only a court 
of appeal, but also an administrative and supervisory body. In 
India we need a similar agency of control. It will probably be 
necessary to have a number of local boards wi,th a central 
board for co-ordinating their activities. These boards will 
bring all the rates under review from time to time, revise them 
in the light of changes in general conditions; approve of 
the proposals of railway officers and examine the cases 
which call for special consideration and in which concession 
rates are to be granted. It will be necessary to give Hie wid¬ 
est possible publicity to their proceedings and the principles 
by which they are guided in fixing the tariffs. In due course 
a body of case-law will grow up, principles of general applied 
tion will be enunciated, and the rate-fixing will become a 
social function of the highest importance. If we really take * 
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long view, we shall realise that the central and local boards 
are a necessary part of the autonomous organizations to which 
a public service like the railways should be assigned as a social 
trust. Acworth in his “ Historical Sketch of State Railway 
Ownership ’ deplores the tendencies to mix up politics with 
railways and goes on to say, “ Some day perhaps, having learnt 
wisdom from experience, a Parliament and a people may recog¬ 
nise that a management for the people is not necessarily a 
management by the people. ” It may be hoped that the Indian 
railways, now that the railway finance has been separated 
from general finance, will evolve a fully devoloped organisation 
of their own, in order that they may be managed for the people 
though not by them; and if the consummation is to be achieved, 
it is necessary to create central and local boards for the regu¬ 
lation and control of railway rates. 

Irrigation is, next to railways, the most important activity 
of the state which is intimately connected with the fiscal system 
of the country, and has a great future. It would be wearisome 
to cite figures to show its relative importance, but it will help 
us to have a proper setting for our arguments if we bear in mind 
certain facts Of 19*4 p. c. of the cropped area under irrigation, 
11*8 p. c. is irrigated by works directly constructed or main¬ 
tained by the Government, the total capital cost of these works 
amounts to 99*84 crores, and the net return on these invest¬ 
ments is 7*4 p. c. The percentage of net return is not quite an 
exact figu i’e and has, therefore, to be accepted with qualifica¬ 
tions,about which more will be said a little later; but there is not 
the rtigjitcst doubt about the irrigation works being very im¬ 
portant as ets of the state. The importance of these works 
varies from province to province. In provinces, like Sindh and 
the Punja of the total irrigated area by government works ac¬ 
count for 70*8 p. c. and 73*6 p. c. respectively, and w ith the 
cpmpteUo!. of the Sukkur Barrage and the Sutlej Valley project 
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this area, will be increased by millions of acres and become 
a dominant factor in the economic life of these provinces. 
In other provinces government works are not so important, 
but still they are vital to the life of the people, and nowhere 
their percentage falls below 22 p. c. of the area under irriga¬ 
tion. It is clear that the irrigation policy of the government 
is bound to exercise profound influence over the finances of 
the provincial governments, and it is of the utmost importance 
that the principles underlying it should receive careful consi¬ 
deration and be clearly enunciated. The Taxation Enquiry 
Committee has pointed out how very unsatisfactory the present 
position is. The practice of charging for water shows not only 
very great variety but also absence of any well-accepted theory 
and principle. The Chief Engineers of Irrigation in different 
provinces, who gave evidence before the Taxation Committee 
on the government policy in respect of water-rates, were them¬ 
selves almost at sea while dealing with this question, and could 
not suggest any method by which the existing complications 
could be removed. They laid considerable stress on the fact 
that water-rates were not taxes, while people spoke of them as 
if they were; but they did not realise that the general confu¬ 
sion of ideas was due more to the mistakes of the Government 
than the lack of clear thinking on the part of the people them¬ 
selves. Prom the point of view of theory there is no difference 
between- profits from irrigation and pure taxation, and the net 
revenue of 3*6 crores which the Government derives from 
this source, has to be taken as such; but the prevailing impres¬ 
sion that water-rates are taxes is not due to the knowledge 
of this fact. It is the result of the Government having erred 
in the matter of fixing water-rates. Tlisse rates have not been 
determined with reference to any guiding principle. They 
have been merged in the land-revenue assessment over a very 
wide area ; and have, of course, suffered from the diversity of 
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theory and practice which is, as has already been duly 
emphasised, such a marked charecteristic of the land-revenue 
systems in India. But even when specific charges have been 
levied for water, no provision* is made for their periodical 
revision, and they have remained unchanged for over 80 years 
in some and over 20 years in most cases. Of late the pro¬ 
vincial governments have been changing them spasmodically 
to balance their general budgets, and in accordance with the 
exigencies of party politics in the legislatures. It is, there¬ 
fore, not at all surprising that the people haye assumed that 
the charges for water are also a part of the tax-system of the 
country, and that their enhancement constitutes an increase in 
their tax-burden. It is now idle to complain that the rural clas¬ 
ses resent bitterly the proposals for revision of water-rates, and 
have used their voting strength in the legislatures to defeat 
them. The irrigation officers hold that water-rates are low 
in all cases, and in a few ridiculously so, and urge the neces¬ 
sity of their revision in the interest of the general tax-payer, 
at whose expense, according to them, certain classes of the 
community have grown undeservedly rich, and are enjoying 
advantages to which they have no rightful claim. The need of 
a careful examination of the existing situation with regard 
to the charges for water is obvious, and its result may bear 
out the contention of the irrigation officers that upward re¬ 
vision is called for by the facts of the case ; but it is well to 
realise the fact that any radical change in the present practice 
is out of the question on account of the prescriptive rights 
having been allowed to grow up freely all these years. 
Water-rates may contain an element of taxation, but are 
essentially different from land-revenue or other taxes. In 
principle it is right to vary them as frequently as railway- 
rates and other public prices, but the charges for water in 
India Have not been levied on that basis, and we have to 
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suffer for the mistakes of the Government in the past. It is, 
however, necessary to formulate right principles for future 
guidance, remove the anomalies of the present system, and 
educate public opinion with a view to ’create a proper 
appreciation of the difference between water-rates and taxa¬ 
tion. It may be taken for granted that whatever changes 
may be made in the allocation of revenues between the central 
and the provincial governments, irrigation will remain a pro¬ 
vincial subject and iil receipts will go to the provincial treasury. 
Even now in the Punjab, the U. P., Madras and Burma irriga¬ 
tion revenue is of considerable importance for the provincial 
budgets, and with future developments its importance will 
ecome greater still. In Sindh, if it becomes a separate poli¬ 
tical unit, it will overshadow every other source of revenue 
in importance after the completion of the Sukkur Barrage 
scheme. This irrigation work will add 5 million acres to 2*3 
million acres now under irrigation, and a very large part of 
the revenue of Sindh will then be derived from irrigation. It 
is necessary to regularise the working of this important source. 

The greatest anomaly of the existing system is the con¬ 
solidation of water-charge' with land-revenue. A certain 
share ot the produce of land and water is assessed as land 
revenue, and a part of the yield of the latter is credited 
to irrigation as the land-revenue due to irrigation. In 1924-25 
out of total gross irrigation revenue of Rs. 10*3 crores, 4*34 
crores or a little less than half was realised in' this manner- 
ihe division of the land-revenue receipts into two parts, one 
due to water and other to land, cannot but be more or less 
arbitrary. Provinces have different formula? for calcu¬ 
lating the land-revenue due to irrigation, and most of 
them are incomprehensible to a degree. In almost all 
countries, the administration of the ‘unearned increment* duty 
is complicated by the difficulty of distinguishing between the 
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return due to investment and that due to the natural pro¬ 
perties of the soil. In India, on the other hand, the Govern¬ 
ment combines the two charges which ought to be levied on 
different bases, and then proposes to differentiate them for the 
•purpose of ascertaining the net receipts of its irrigation works. 
The amount shown as the net return from irrigation is calcu¬ 
lated in this way ; and though it is not right to assume that 
irrigation revenue is thereby inflated, it is clear that much 
reliance cannot be placed on an estimate of receipts worked 
out on such an hypothetical basis. The critics of the Govern¬ 
ment can very well maintain that the amount credited to irriga¬ 
tion is not really due to it, but is the land-revenue proper, and 
though irrigation officers may be able to convince themselves 
that it is not so, they will find it very hard to convince others 
who are not in contact with primary facts, on which these 
calculations are based, and need some objective data to go 
upon for their satisfaction. The whole procedure is a bad 
system of accounting and ought to be abandoned for this, if 
for no other reason. But there are other and better reasons 
why a consolidated rate assessed on the settlement principle 
of taking a share of the produce of the land and water to¬ 
gether is wrong in principle. The land-revenue is a tax, while 
charge for water a public price. The land-revenue has no 
reference to the special benefits conferred up on the indivi¬ 
dual by the activities of the government; while the charge for 
water is a payment for services undertaken in the interest of the 
community, but which confers special benefit on the individual 
and should be made the basis of a special levy on him. The 
distinction between the two is clear ; and though it is possible 
to impose taxation by enhancing the charge for a monopoly ser¬ 
vice like irrigation, it is much better to keep the two apart, 
qr at least not to merge a tax and a public price together. The 
consolidation of water-charge With land-revenue has not only 
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led to confusion of principles, but has circumscribed the freedom 
of action of the Government in respect of the charge for water, 
on account of its close association with the more archaic form 
of public revenue. The incidence of this charge varies as 
much as the incidence of the land-revenue itself, and is as 
uncertain on that account. Different rates are charged for 
water supplied by the same work and are assessed on the same 
vague and nebulous data of prices, gross returns, cost of 
production and ‘general considerations’. The proportion of 
produce assessed as water-charge is the same as that which is 
taken as land-revenue, and the two are treated exactly alike 
for the purpose of assessment revision. The charge for 
water cannot be changed during the period of settlement, and 
the government is bound to apply the land-revenue regula¬ 
tions to it for administrative purposes. It is really a very 
ill-assorted combination ; and that it should have been allowed 
for no other reason than that of administrative simplicity 
shows how badly the Indian Government has erred in fol¬ 
lowing the line of least resistance in this as in so many other 
matters. That, wherever possible, the charge for water should 
be separated from the charge for the land is a counsel of 
perfection which the Taxation Committee has given for the 
benefit of the Government and the public. But the crux of 
the matter is that the separation is not possible where the 
two are combined already without a radical change in the 
system of land-taxation ; and if it is conceded that the latter 
can bo modified but not fundamently altered, the prospect of 
a rev ision in the method of charging for water, so far as this 
aspect of the question is concerned, is very distant indeed. 
The least that can, of course, he done is that the two charges 
should be kept distinct in future, and any tendency towards 
their consolidation be carefully watched and immediately curbed. 
In Burma before the Taxation Committee submitted its report, 
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it was contemplated to introduce this method in one or two 
new works. It is to be hoped that the proposal has now been 
dropped. But that is all that can be done for sometime to 
come. This means that the present anarchy of local varia¬ 
tions, because that is what it really is, has to continue. 

As regards the special charges for water i. e. the water- 
rates there is also a great deal of diversity of principle and 
practice, which is not very easy to understand. This is to 
certain extent inevitable. The conditions, under which the 
irrigation facilities are provide by the Government vary very 
widely from province to province, and it is not possible to 
attain uniformity all over the country. The variations in 
rainfall, spring level, the physical configuration, the system of 
land-tenure, the size of holdings and even the stage of general 
level of development of the people have all to be taken into 
account in fixing water-rates ; and it is useless to prescribe 
rules of general applications for the whole country. The 
Government of India has, on several occassions, emphasised 
the necessity of recovering the full value of water distributed 
by tb.o government works, but it has not been possible to state 
with any amount of precision what full valu6 of water really 
means. It cannot mean merely the cost of water, for that is 
different in case of different works, and even if it is charged 
by volume, it is not easy to allocate the cost per unit of water. 
The Taxation Committee has laid down that the minimum 
charge should cover the cost of maintaining the irrigation works 
plus interest on capital cost. If this rule is to apply to each 
individual work, each work will have its own tariff for water, 
and as the facilities, which make it possible for the Irrigation 
Departments to lay water cheap on certain lands, are essen¬ 
tially a gift of nature, it is wrong to make them the basis 
of differential charges for the supply of water. The maximum 
suggested by the Taxation Committee is even of less practical 
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value. The difference between the value of irrigated and non- 
irrigated crop cannot give us any measure of what-the state 
can charge for water. In areas where no cultivation is pos¬ 
sible without irrigation, it would entitle the state to the whole 
produce of land minus the bare cost of maintenance of the cul¬ 
tivators. This is obviously an untenable position, and cannot 
afford a basis for the determination of water-charges* The 
minimum of the cost price of water and the maximum of its 
value cannot, therefore, be of much use in fixing the water- 
rates. The only sensible plan, which is both practicable and 
right in principle, is the one which was suggested by the 
Punjab officers. They were of opinion that the irrigation 
enterprise should be treated as a whole, the profit on more 
favourably-situated schemes going to make good the loss on 
others ; and the rates should be uniform on ail government 
works. This plan cannot be worked on an all-India basis. Its 
scope must be confined to each province, but within the pro¬ 
vince itself it embodies the only sound principle of irrigation 
administration. The receipts of all government works should 
be pooled, and the undertaking managed as a public service, 
which ought to be self-supporting and may even yield net 
profits to the state: but its policy Should be determined by 
considerations of its social utility. The uniformity of rates 
may make them below the cost price of water in certain cases, 
just equal to it in others and much above it in favourably- 
situated areas ; but is in the best interests of the community. 
It was in 1893 that the Government of India brought to the 
notice of the Government of Madras the fact that the rates 
on the Kristna and the Godavari canals had not been changed 
for the last thirty years, and ought to be revised. They were 
raised in 1895, and the Government added thereby 10 lacs to 
its revenue. But since then they have not been changed ; ond 
Mr. P. Hawkins, chief engineer for irrigation (Madras), ex- 
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pressed his opinion in his evidence before the'Taxation Com¬ 
mittee that they were absurdly low. He told the committee 
that- on the Metteur project they had to push up rates to 
Rs). 15 per acre on account of the high cost of water; and 
there was another district, where irrigation was urgently 
needed, but could not be provided as the cost of the scheme 
was very liign and they could not supply water for anything 
less than Rs. 28 per acre ; and still the rate for paddy in the 
(xodavary and the Kristna deltas is Rs. 5 per acre, and cannot be 
revised without evoking a terrible outcry. This is the result 
of the Government having followed an extremely short¬ 
sighted poliey in charging for water since it started its own! 
irrigation works. It is necessary to level up. But the variety- 
of rates is so great in certain provinces that the process will 
necessarily be slow, and even painful, in most cases. The 
ideal, however, is that rates should be uniform within each 
province in the areas commanded by government works, and 
irrigation poliey be shaped by considerations of commonweal. 
But. agrarian parties are in power in most of the provincial 
legislatures, and they are influenced by narrow selfish con¬ 
siderations in matters like land-revenue and irrigation. But 
future constitutional changes are likely to strengthen them 
still further, and it cannot be hoped that the accession of 
greater power will make them more susceptible to higher’ 
considerations. The Outlook is, therefore, far from promising; 
but we are here concerned with first principles, and the 
policy of pooling the irrigation schemes in each province and 
treating them as one enterprise is in conformity with these 
principles. For some time the dominance of sectional interests 
v-ill make it difficult to realise this object; but eventually the 
wisdom of subordinating them to the welfare of the com¬ 
munity will have to be learnt when the futility of the 
alternative policies has been fully demonstrated after actual 
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experience of their working. This will, of course, takfe time; 
i)Uo it is useful to envisage the future developments as clearly 
as we can. 

If the different irrigation enterprises are to be integrated, 
it will be necessary to make two changes* The first is that 
irrigation finance, like railway finance, should be separated from 
general finance. This is absolutely necessary for the unifica¬ 
tion of the irrigation schemes. The arguments in support 
of this proposal need not be elaborated. This is obviously 
the only way by which the irrigation receipts can be pooled, 
a nd profits from good schemes used for making up the 
losses from those which, on account of the engineering difficul¬ 
ties or other circumstances, cannot do equally well. A portion 
of the net profits may be devoted to the expansion and improve¬ 
ment of the existing irrigation works; and though it may not 
he necessary to make provision for depreciation in all cases, 
it will ha desirable to credit a cjrtain portion of net receipts 
to the reserve fund till it is adequate to meet the contin¬ 
gencies which may be taken the ordinary incidents of such 
undertakings. The question of irrigation contribution to 
general finance will have to be settled by practical ponsid era- 
tions, amt! each province should decide for itself whether it is 
desirable to tax the pe.*pl« through irrigation works ; and if ho, 
to what extent. Theoraticaliy there is nothing to be said against 
the principle of taxing the people by making irrigation wofks 
yield handsome profits after meetiqgall the charges of upkeep and 
interest on the capital invented, but each province will have to 
see how far it is expedient to do so. In the Punjab, the separa¬ 
tion of irrigation from general finance can be effected at once. 
The magnitude and importance of the works makes such u 
course pre-eminently desirable. There about 39*2 p. e. of the 
total area sown is irrigated by the government irrigation 
works, and out of total amount of Rs, 99’24 crores invested 
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in irrigation by the Government the cost of the government 
irrigation works in the Punjab comes to 28*2 crores, and the net 
return on this amount is about 15 p, c. The charge for 
irrigation is levied separately ; and what is more important for 
our purpose, the rates are more or less uniform throughout 
the province. This fact makes it easy to introduce the change 
at once in the Punjab. In other provinces, the situation is*not 
so favourable from this point of view. But in the U. P., the 
C. P‘» Bihar and Bengal, it should not be difficult to introduce 
this reform if the variations in the rates can be reduced within 
very narrow limits. In Madras, Bombay and Sindh, it is not 
possible to make the irrigation works into separate, and self-con¬ 
tained undertakings on account of the consolidation of waters 
rates with land-revenue. But even there steps must be 
taken to separate the two ; and when this is done, the 
separation of irrigation from general finance would follow 
as a matter of course. The other important change, which 
has also to be made, if there is to be a separate irriga¬ 
tion budget in each province, is that the water-rates should 
be fixed by a body independent of the provincial legislatures. 
The general policy will, of course have to be laid down by 
the accredited representatives of the people; and irrigation 
finance, like all vital activities of the state, will be under 
the general supervision and control of the legislatures. But 
the question of fixing water-rates and their revision should 
be left to a body of experts who, within the limits set for 
them by the supreme authority, should be free to fix and 
change them according to their judgment of what is just and 
desirable. Rate making in irrigation is not as intricate a busi¬ 
ness as in railways, but it is not simple by any means; and 
the function can be efficiently discharged only by those who 
have acquired the neceetfary knowledge and experience for the 
purpovu. *Vater-rrtiieH may *„d can contain an element of 
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taxation ; but they are not taxes, and their determination ought 
to rest with men of tried ability and integrity. It has been 
suggested that water-rates should be revised once in five 
years, and only when there is an appreciable change in the 
level of prices. It is not advisable to change the charges for 
water very frequently; and it may, therefore, do if they are 
revised once in five or preferably three years. But there is 
no reason why the rate-fixing authority should be precluded 
from revising or enhancing the charges on any ground other 
than that of the change of prices. The cost of the upkeep of 
these works may go up, the Government may decide to derive 
a laigei levenue from irrigation,, or some other circumstance 
may make it necessary to revise the rates. The changes in 
rates, once they have been put on stable basis, will not be 
many or frequent; but it should be possible to revise them 
without any let or hindrance when it is necessary to do so 
in the interest of the community. It will^ be necessary to 
constitute an adhoo board in each province for administra¬ 
tion and rate-making, and it will occupy a fiduciary position 
of great social responsibility. 

It is not necessary to impose special taxation on the 
unearned increment of land accruing to the. owners on 
account of the guaranteed supply of water by the state. In 
theory, of course, a very strong case can be made for levying 
a special taxation on them on this account ; and the fact that 
this has not been done till now is another proof of the Govern¬ 
ment having pursued a short-sighted policy in developing our 
tax-system. But if the suggestion made in Lecture III f ()r the 
imposition of a tax on the capital value of land is given effeci 
to, it will not be necessary to devise a special measure of 
taxation for getting at the unearned increment due to the 
provision of the irrigation facilities. The increase in the 
capital value due to this factor will be included as a matter 
t course in the assessment of the total value, and as this tax 
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is to be levied primarily as § measure of differentiation, its 
rate will be partly determined by the fact that the owners 
of land have derived special benefit from the capital ex¬ 
pended by the state in irrigation works. Each province 
will have its own rates to suit the local circumstances, and 
its pitch will depend upon the degree of importance which can 
be attached to this factor as a determinant of the capital value 
of land. It may even be necessary to have a number of 
rates in the same province in view of the varying importance 
of irrigation in its different parts. Increase in the value of land 
on account of the public expenditure on irrigation is an out¬ 
standing instance of individuals getting rich at the expense 
of the community, and it is fit an! proper that a differntial 
tax should be imposed upon it; but if the tax on the capital 
value of land is rightly assessed and efficiently administered, 
it would do fairly well for the purpose, and there will be no 
necessity for having a special tax for getting back for the 
society at least a part of what is socially produced. 

It is not necessary to any much about forests. Their 
preservation is of vital importance to the country* A very 
large area of British India is covered by them. A pari, of it is 
being released for cultivation, and it may perhaps be necessary 
to consider seriously the question of re-classification of forests 
in view of the increasing pressure of population on land. But 
even then the forests will occupy a very important place in oqr 
national economy, and will have a special significance from the 
fiscal standpoint. In thirty years, the net revenue from forests 
has increased from 7. r > lacs to 260 lacs; and it is, as already been 
stated, capable of very great expansion. The bulk of this 

revenue is derived from the removal of timber by the govern¬ 
ment agency, the consumers and the purchasers. The forests, 
which nupply timber, will have to be exploited more 
fully, and the fores* industrial will have to be developed 
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as far as possible. It will not be possible in all cases to 
place revenue considerations above all others. It will, as a 
matter of fact, be necessary to work and develop this valuablo 
estate primarily in the interest of the economic development of 
the country ; but it should, even when in its management wider 
Considerations of social utility are given a prominent place, 
still become an important source of revenue. And in provinces 
like Burma and Assam, they will occupy a really important posi¬ 
tion in the provincial fiscal systems. The financial side of 
forests, as distinguished from the technical, presents special 
features of its own; and the forests officers, who may be 
qualified for the latter, cannot be expected to deal also with 
the financial questions, which are bound to grow in intri¬ 
cacy and importance as forests are further developed. The 
whole management of forests will have to be ehtrusted 
to a board, which should consider fiscal and social consi¬ 
derations as equally important, and be competent to deal 
with both adequately and well. The achievements of the 
forest department, great as they are, are nothing compared 
to its possibilities; and it is important that it should also be 
constituted into an autonomous undertaking. It 1 will be pre¬ 
mature to have separate forest budgets in all the provinces 
in the near future, though in due course forest finance will 
have to be separately a !ministered. It is, however, pre-eminen¬ 
tly desirable to maintain a clear distinction between the 
revenue and capital accounts, and make a more liberal provision 
for capital expenditure on them. Up to the end of 1924-25, the 
total capital expenditure on forests was only 38'55 lacs. This 
amount is obviously inadequate, and it will be necessary to 
provide ample funds for the development of forests. 

This lecture may be concluded with one or two general 
observations. India is in advance of other countries in having 
established the public ownership of these public-util it,/ o 11 ter- 
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prises. They are vital for the welfare of the community, and 
it is essential that they should be administered as socialised, 
if not nationalised, undertakings. The considerations of social 
utility should be given free play in their management, and the 
commercial considerations assigned a place of secondary 
importance. They are generally called quasi-commercial 
undertakings, but they are so only in the sense that their 
accounts are to be maintained on a business basis, the dis¬ 
tinction between capital and revenue accounts has to be enun¬ 
ciated clearly and made operative in actual practice, and, as 
a rule, the cost of maintenance is to be covered by their 
receipts. But it is neither possible nor desirable to adhere 
strictly to the cost of service principle in fixing their rates. 
The rates must be determined by the requirements of economic 
and social progress, and have to embody principles of cardinal 
importance from social standpoint. The facts that in fixing 
these rates rigidity is to be avoided makes it necessary to 
provide safeguards against the abuse of the element of elasticity 
in rate structures. In practice the plea of public interest can be 
tised to cover a multitude of sins; and it is of the highest 
importance that the task of implementing social policies should 
be entrusted to independent and competent bodies, on whose 
decisions should beat a light of publicity far fiercer than any 
that has ever beat on a throne. This searchlight of criricism, 
if it is followed by severe penalties in the cases of social default, 
should be an effective safeguard against the antisocial acti¬ 
vities of the rate-fixing authorities. The fiscal aspect of these 
activities is and will always be of first-rate importance. The 
extern to which they should be utilised to produce revenue 
f°r the state is a matter wit h regard to which it is not possible 
io lay down any general principles. There can be no question 
regarding the validity of any policies that may aim at getting 
net revenue for the Treasury from the working of these 




[ 163 ] 




enterprises. It is perfectly legitimate for the state to administer 
them in such a way as to realise considerable revenue for 
the benefit of the general tax-payers. The decision whether 
it should do so in a particular case must be determined by 
empirical considerations. 
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DISTRIBUTION OF TAX-BURDEN, 

The primary purpose for which the Taxation Enquiry Com- 
mittee was constituted was to inquire into the distribu¬ 
tion of the existing burden of taxation. In the Finance 
Department Resolution No. 1412-F of the 26th May 1924, 
in which the terms of reference were laid down, the Com¬ 
mittee was instructed to examine the manner in which 
the burden of taxation was distributed between the different 
classes of population. The Finance Member, in his speech 
on the resolution on the suspension of the taxation enquiry, 
laid considerable emphasis on the necessity for the re-adjust¬ 
ment of taxation in India and justified the appointment of the 
Committee mainly on the ground that it would provide the 
necessary material for bringing about a more equitable dis¬ 
tribution of the burden of taxation. The need of the re-distri¬ 
bution of the tax-burden is sure to become obvious to anyone 
who has even an ordinary acquaintance with the facts of 
our fiscal system. The preponderance of indirect taxes in 
its working has already been commented upon, and the pro¬ 
portion which they bear to the total revenue cannot but 
bea matterof serious concern to every student of taxation 
in India. The most important sources of piovincial revenue 
are and-revenue, excise and stamps and all of them are 
mostly paid by persons of very limited taxable capacity. In 
view of these simple and well-known facts, one does not 
require a special capacity for economic analysis or an inti¬ 
mate knowledge of statistical data to posit ‘the extremely 
regressive character of our tax-system as a whole, and be con¬ 
vinced of the necessity of relieving the poorer classes of the 


i 


misT^ 


< is* ) 




disproportionately heavy fiscal burden which they have 
been carrying on their shoulder's. It is easy, therefore, for 
every student of the subject to assent readily to the general 
proposition, that the re adjustment of taxation in India is a 
matter of vital importance, and it i9 highly desirable to intro¬ 
duce early the necessary changes with this object in view. In 
the treatment of the general or the particular aspects of our pro¬ 
blems of taxation, in thepreceeding pages, the absolute soundness 
of this proposition has been taken for granted, and the dif¬ 
ferent issues dealt with on that assumption. 

For the practical guidance of the statesman and the officers 
of treasury, however, it is not enough that the regressive 
character of tax-system be admitted, and different Questions 
relating to it discussed on the assumption of the necessity of 
reducing the fiscal burden of the masses who are, as everyone 
concedes, living on the margin of barest subsistence. The 
need of appointing a committee of experts to enquire into the 
distribution of the burden of taxation was felt here, as in other 
countries, because of the utter inadequacy of this general 
statement of the situation as a guiding principle of practical 
utility. It is necessary to acquire a more definite knowledge 
of the present distribution of the tax-burden, apd assign the 
proportions of the contributions to the total revenue made by 
different classes of the community to formulate an intelligent 
and intelligible policy of fiscal reconstruction, and take the 
necessary legislative action on its basis. The conclusion of 
the Taxation Enquiry Committee on these questions have been 
set forth in chapters XXTV* and XV o, its report. The 
Finance Member in reviewing the report of the committee 
in the speech delivered by him in the Legislative Assembly 
on the 19th August, 1926 expressed at some length his appro¬ 
bation of the services rendered by the Committee in having 
' iought together within the compass of an easily handled 
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volume facts in regard to all the taxes levied in India; and 
pointed out how the material collected by the Committee 
enabled those who are concerned with the question of Indian 
taxation, 11 to survey the whole of the activities of the Indian 
tax-gatherer from chaukidari tax to super-tax, from thathemada 
tax to the occupier’s rate in Sindh ”. The utility of a 
general survey of the whole domain of taxation central, pro¬ 
vincial and municipal, which is the first of its kind in the 
history of Indian finance has to be conceded, and the Com¬ 
mittee’s work is worthy of commendation from this point 
of view. It would, however, be of some interest to know from 
the Finance Member his opinion of the practical importance 
of the conclusions arrived at by the Committee in regard to 
the distribution of the existing tax-burden and of the sugges¬ 
tions made by it for making it more equitable. The Finance 
Member made some casual reference to the need of reducing 
the true cost of sacrifice which the tax-payer was called upon 
to make and thus raising the revenue with the least possible eco 
nomic cost, but he had practically nothing to say about the posi¬ 
tive contributions made by the Committee to the solution of this 
problem. As a spokesman of the Government which had 
not come to any final conclusion on these questions, the 
Finance Member had to speak with great reserve on the 
matter; but he would probably have ad mitted, if he had been 
pressed to make a definite statement o n this point, that the 
Committee’s conclusions in this respect, though not devoid 
of value, do not carry us very far in enabling us to make any 
considerable improvement on the present order of things so far 
as the distribution of tax-burrien .is concerned, and are not 
very illuminating or helpful for the practical fiscal reformer. 

This somewhat disappointing result is not in any way 
due to the inability of the Tnnii.n Enquiry Committee to rise 
to 'lie Wilt Of Ike occasion, fn the very opening para- 
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graphs of chapter XIV of its report, the Committee em¬ 
phasises the limitations imposed upon any enquiry into the 
incidence of the subject, and admits that for want of statis¬ 
tical material it has had to fall hack upon general knowledge 
and general considerations which cannot lead to very definite 
conclusions. 1 he futility of finding average income and 
burden of taxation per head is pointed out by the Committee ; 
and this method, the adoption of which has so often and so 
insistently been demanded for ascertaining the existing burden 
of taxation, has therefore been rejected by it. This need not 
be regretted as the real sacrifice of taxation depends upon 
factors which cannot be taken into account in the calculation 
of average—factors like the distribution of income and the 
objects for which the public expenditure is incurred have 
an important bearing on the incidence of taxation but 
ave to be left out in working out the averages. The Horn- 
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hard life and it cannot be improved by reducing the tax-burden. 
The peasant proprietor is, according to the Committee, a 
prosperous member of the community and if he can resist the 
temptation of becoming a rent-receiver and does not become 
addicted to drink, he should not have any legitimate grie¬ 
vance in the matter of taxation. The large landholder is, of 
course, in a privileged position and ought to submit to addi¬ 
tional taxation cheerfully. The village trader is lightly assessed 
and should be made liable to special taxes. The town trader 
is not as well off as the village trader, but it is all the same 
necessary to equalise the burden in his case by means of 
local taxation. The big merchant and the higher professional 
classes have had to bear the brunt of the additional burden of 
taxation imposed during the recent years, but still they can 
afford to pay more and ought to make a bigger contribution to 
the public exchequer. The professional classes of the lower 
grades have to maintain a high standard of living and have 
been hard hit by the recent rise of prices; but are not entitled to 
any relief as their contributions to the general taxation of the 
country is comparatively small and the relief that they re¬ 
quire must come either through a reduction of prices or an 
increase of salaries. Such are the general considerations on 
which the Taxation Enquiry Committee has been thrown back 
on account of the want of statistical data about the economic 
conditions of the * different classes; and though these have a 
bearing on the question of the re-adjustment of Indian taxa¬ 
tion, they cannot form the basis of a scheme of fiscal reform, 
The Committee suggests an order ot precedence for the reduc¬ 
tion and substitution of taxation; but apart from the fact that it 
will, if followed in actual practice, afford some relief to the 
poorest classes this order cannot l>e regarded as a programme 
for carrying oui auy wo' t-planned policy for the re-distribution 
of the Inirdon of taxation. The Oi mmittee, as a matter of fact, 
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disowns any intention of recommending any programme for 
the immediate future, and has confined itself to certain general 
tendencies which, in its opinion, are likely to operate for a 
generation. The recommendations of the Committee have 
been determined more by the considerations of practical 
expediency than by the need for fiscal re-adjustment; and 
though something is to be said for them from that standpoint, 
their utility for redressing the inequalities of taxation in India 
is strictly limited. 

It may be urged that the fact that the Taxation Enquiry 
Committee has not been able to achieve this purpose justifies 
the opposition which its appointment evoked in this country. 
But the inability of the Committee to do justice to this part 
of its work is, as it has been already remarked, due to 
inherent complexity of the subject itself; and though the want 
of statistical material has accentuated these difficulties, it would 
not have been possible to formulate any very definite conclu¬ 
sions even if circumstances had been more favourable in 
this respect. The Committee was called upon to deal with a 
question which is one of the most baffling problems of 
fiscal science. Its solution raises issues which not only defy 
the ingenuity of the fiscal administrator but are in some cases 
incapable of being analysed even for theoretical purposes. It 
is well known that all kinds of theories have been propounded 
by the adherents of the different schools of thought in dealing 
with the subject of taxation; and some of them are, inspite of 
their ingenious character, a confession of the impossibility of 
giving any definite answer to the central question of taxation- 
the question as to who ultimately hears the real burden of taxa¬ 
tion. Mr. J. Row Fugo. in referring to the controversy which 
was carried in England for some time in 1902 regarding the 
real incidence of local rates, sums up the conclusions of the 
different writers, each of whom was equally competent to 
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make his own contribution to the subject in the following 
words, The economic theorist answer to the question: Who 
pays the rates ? is that deceased landlords, landlord and 
tenant all pay rates and the proportions in which they do so, 
vary not only from place to place, but according to the infinite 
number of circumstances, most of which are incalculable and 
incapable of being expressed in definite terms. Briefly expres¬ 
sed, it is simply thus: Goodness knows. For practical pur¬ 
pose the answer is useless. It is impossible to prepare a 
scheme of finance if the taxpayers are goodness knows who”. 
Some of the theories regarding the incidence of taxation practi¬ 
cally come to saying that taxpayers are goodness knows who. 
li that were true; it would make no difference what system of 
taxation were adopted, for the incidence of taxation must mainly 
remain a matter of pure conjecture and guess-work. The 
same conclusion is arrived at from another point of view 
which attributes to taxes what Seligmah calls an expansive 
force a quality by virtue of which they tend to seek a level 
in a continually larger sphere. It is from this point of view 
futile for the theorists to devise schemes for abetter adjust¬ 
ment of taxation ; as eventually by the working of the law of 
equilibrium of advantages its burden gets equally distributed 
or to use the word by which the theory is generally described, 
equally diffused in different parts of the economic organi¬ 
sation. Canard, one of the best known exponents of this view, 
compares the taxation; of one branch of industry to the opera¬ 
tion of cupping. The industry which is subject to taxation 
suffers no more from this process than the vein from which the 
blood is taken by the surgeon, for the profits flow into it from 
other industries, as blood flows into the vein from which it is 
originally let out, till the economic equilibrium is restored 
and the burden of the tax finally disappears. These views are 
mtmesUng. not because they are essentially correct, but be* 




miSTfiy 



cause they show how very perplexing the problem, which the 
Taxation Enquiry Committee has practically found insoluble, 
has been felt to be by all well-qualified students of the subject. 
The discussion of this question in every day life, in the press 
and on the platform, is generally characterised by what Parieu 
calls* the simplicity of ignorance \ and the difficulties of ascer¬ 
taining the real economic cost of taxation and its incidence 
are very often overlooked. In view of this fact, it is a 
matter of some importance to appreciate a little more fully 
the inherent complexity of the question and bear it cons¬ 
tantly in mind in our discussion. We shall now refer in 
some detail to the factors which are generally taken to 
determine the incidence of taxation, in order that it may be 
realised that the failure of the Taxation Enquiry Committee 
to formulate definite conclusions in regard to the distribution 
of the existing burden of taxation is not entirely or even mainly 
due to the absence of statistical data. It will be necessary for us 
to get into the rarified atmosphere of abstract theory to under¬ 
stand the relative significance of the different factors which 
have to be taken into consideration in this connection. The 
intellectual effort which has to be made to get the right 
perspective in the matter is well-worth making, as the slipshod 
way in which the question is generally discussed is a great 
obstacle in the way of clear thinking on the subject. It is not 
possible to unravel its intracies completely in these pages on 
account of the limitations of space. Those who feel interested 
in it and are inclined to acquire a fuller mastery of the subject, 
may read Seligman’s standard book “Incidence of Taxation” 
for themselves in order to understand how difficult it is to 
answer thfe question : ‘ Who pays ?’ with anything like real 

confidence or certainty. A brief statement of the general prin¬ 
ciple may, however, be attempted to show their bearing on the 
Practical issues with which we have to deal. It will be to a 
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certain extent helpful in clarifying our ideas on the subject. 

ihe complexity of the theory of incidence and shifting of 
taxation is due to the fact that it is an integral part of the 
theory of value. In order to trace the person who ultimately 
bears the burden, we have to study the effect of taxation on 
prices ; and when we set ourselves to this task, a number of 
questions at once present themselves which raise fundamental 
issues and make it necessary for us to survey the whole field of 
economic life. Taxes on commodiTey p.irlicularly bring us face 
to face with the problem in all its complexity. If we ask the 
question, who pays these taxes ? The ordinary answer is, of 
course the consumers. They may in a number of cases have to 
do so. In some cases their contribution may even bo greater 
than the amount of the tax. But whether they pay the whole of 
the tax,or only a part of it or none at all depends upon a num¬ 
ber of conditions, the most important of which is the resisting 
power which the consumers and the producers canbringto bear 
on their attempt to roll off the burden on the other party. The 
theory of the matter is that, “ the degree to which a tax on a 
particular commodity will be shifted to the consumer will 
vary inversely as the inelasticity of demand and directly as 
the elasticity of supply”. This comes to saying that the tax 
will be bandied about between the two parties till one can get 
the upper hand of the other, and throw the burden on the 
party which cannot hold its own in the contest. If the demand 
is sensitive and consumers can easily do without the com¬ 
modity in question or o.in transfer their demand to some other 
substitute, the producers, being in a relatively weak position, 
will have to submit to the exigencies of the situation and take 
the burden of the tax on themselves. The consumers strike 
is a very effective weapon of defence and when it can be used, 
the producer has to suffer on account of hi 6 inability to hit 
back If, on the other I,and. (he producer can restrict the 
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supply at once, transfer his capital and organising capacity to 
other industries and the consumer cannot dispense with the 
commodity, the burden of the tax has to be borne by the 
latter. These are the two extremes. In one case the producer 
pays the tax, in the other the consumer, and between these there 
are a number of possibilites of both sharing the burden in 
varying degrees. "When a tax has to traverse a long distance 
before it can finally rest on the actual consumer, the tossing 
about of the tax takes place at every point at which it is 
handed on to the person who stands next in the chain of 
production. It may be assumed that in the long run the tax 
will fall on the consumer, but during the interval a number 
of things may happen whose effect on the ultimate incidence 
of taxation is incalculable. The view that taxation is an 
incentive to work was referred to in our discussion of the 
question of exemption of small holders from land-revenue. 
A similar view has been held regarding the effect of tax¬ 
ation on the efficiency of production. Taxation can act as a 
spur to inventive ability or to organising capacity and thus re¬ 
sult in the reduction of the cost, of production. A tax, which is 
nor. \ ary heavy, is likely to put the producer on his mettle 
and may not prove a burden on account of the compensatory 
improvements in the methods of production. This lino of 
argument cannot be pushed beyond a certain limit ; but 
suggests the possibility of development which has some 
hearing on the question, and there are historical instances 
to show that it can take place in actual practice. There 
a re other considerations which also point to the need of 
qualifying the statement that it is the consumers who pay 
the taxes on commodities. The commodities produced under 
uon-competitive conditions are generally sold at prices higher 
than those which are sufficient to cover the cost of production. 
When producers have an exclusive or partial control of the 
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sources of supply, the tax imposed on an industry conducted 
under such conditions is likely to fall on the producers 
themselves ; though if it is levied in a manner as to necessitate 
a change in the total output, it may to a certain extent have 
to be borne by the consumers as well. The existence of 
monopolistic elements in the working of our economic life is a 
fact or which has to be borne in mind in this connection. There 
are, of course, all kinds of monoplies. From mammoth 
concerns, like the Standard Oil Coy. or the Steel Trust to a 
small retail seller who has his own goodwill and therefore 
assured customers, there are diffierent degrees of monopolistic 
control, which restrict the free-play of competitive forces and 
prevent a close adjustment between the prices and the cost of 
production. Even if a tax is not imposed in the first instance 
on an industry carried on under monopolistic conditions, it 
may, in the process of onward shifting, have to be transmitted 
over an area in which the producers are in a position to dictate 
their own terms on account of their occupying a favourable 
position and may find a final resting place there. The relation 
of the cost to the output is another factor which affects the 
incidence of taxation. If a tax by restricting demand reduces 
the economies which can be realised by enlarging the scale of 
production, it may not only raise the price of the commodity 
by the amount of the tax, but cause some addition thereto 
on account of the higher cost per unit of the output. It is also 
possible that the imposition may not be followed by an equi¬ 
valent rise in the price of the commodity on account of its 
being produced under what is ordinarily called the law of 
diminishing returns, for in this case the cost of production 
will be reduced by the more expensive sources of supply going 
out of the Held. It is just possible that a tax may, when the 
commodity is produced at varying costs on account of the 
differences in ability, capital equipment or other circums- 
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tan ces of the producers, make it impossible for the least effi¬ 
cient among them to keep up a losing battle and the market will 
be left clear for their more capable or more fortunate rivals, 
who will then be able to assume the burden of the tax without 
raising the price above its former level. There are other 
possibilities which make the ultimate incidence of a tax 
very uncertain ; but enough has been said to show how very 
difficult it is to find out who eventually pays the tax when 
it is levied on commodities in the hands of manufacturers 
or merchants. The practical importance of these factors 
on the incidence of taxation is further increased on 
account of the impossibility of isolating their effects in 
actual life. It is not easy to say how the burden of a 
particular tax is borne or shared when these factors are at 
work ; but it would be inadvisable to ignore their existence 
altogether when the distribution of the tax-burden is under 
discussion. It simplifies matters if we assume that the con¬ 
sumer pays these taxes ; but when the facts do not give a 
warrant for the assumption, it is wrong to argue about the 
matter in this specious but misleading manner. 

The complexity of this question is further enhanced by 
what is described as the capitalisation of taxes. This is a 
familiar phenomenon and was also referred to in passing in the 
lecture on land-tax A tax which is constant is always 
allowed for in the prices which purchasers offer for the 
commodities on which it is imposed; rhe original owner has the 
capital value of his property reduced on account of the levy of 
the tax, and the future purchaser, notwithsanding that he pays 
the tax every year, enjoys immunity from its burden and is, 
therefore, in the happy position of making a contribution which 
does not in any way affect the return of his investment. This 
is ordinary commonsense; but when one thinks about it a little 
morecaref ul ly, it atonce raises certain issues which cannot be 
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easily disposed of. All taxes cannot thus be discounted. If that 
were so, taxation in every country should in this way be pro¬ 
gressively absorbed and its heaviness be a matter of no conse¬ 
quence whatsoever. There are certain conditions which have 
to be fulfilled before taxes can cease to be burdensome by 
the process of capitalisation. The one condition which ob¬ 
viously must be present for the purpose is that the object of 
taxation should have a capital value and yield a recurring in¬ 
come. This further requires that the commodity must be 
durable and should not belong to the category of “ producers’ 
goods.” If it is used for further production, the tax becomes an 
element of cost of production and can be passed on to the con¬ 
sumer. It is also necessary that the mutual relation of supply 
and demand of the commodity should not be disturbed by the tax. 
But the most important condition without which capitalisation 
cannot take place is that the tax must, if it is to be discounted 
in the purchase prices of the commidity, be an exclusive tax, or, 
in other words, it should reduce the annual income from a 
particular investment below the rate which is normal for the 
industry as a whole. A general tax will hit all industries alike 
and cannot reduce the capital value of any specific commodity. 
It is also essential that the rate of the tax must not vary from, 
year to year and be proportional if it is to produce its 
full effect on the purchase price of property. These quali¬ 
fications are important, and have to be borne in mind 
when the capitalisation of a particular tar is made an ar¬ 
gument for leaving it out of account in estimating the burden of 
taxation on the community as a whole or on an individual 
belonging to a class. Capitalisatioh is an important factor in 
incidence, its existence cannot be denied. But the considera¬ 
tions suggested above make it very difficult to fix upon the 
person who bear the burden of a particular tax. 

Tho socialization of industry has a fiscal aspect which has 
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already been dealt with in the preceding lecture. The problem 
of fixing rates in the case of industries, like railways and ir¬ 
rigation, is important on account of the size and scope of their 
operations; but it is also intimately connected with the question 
of incidence of taxation. That government can tax the people 
through public utilities, admits of no doubt whatsoever. The 
prices, which it may charge, can contain an element of taxation- 
It is, however, very difficult to differentiate the tax-revenue of 
such undertakings from their purely economic receipts without 
using some more or less arbitrary method. This does not need 
to be further emphasised. But what is more important, so far 
as the question of incidence is concerned, is that it is not 
possible to calculate what each class of a community has 
contributed towards the total tax-revenue of a public utility, 
even if that amount can be definitely ascertained. In India 
the government owns railways, irrigation works and forests. 
The importance of this complicating factor is obvious. The 
difficulties which it raises have to be duly appreciated in the 
di UJUSsion of the question. 

Economists generally distinguish between the incidence 
and the effects of taxation. Incidence is taken to mean as the 
money-burden of taxation. The problem relating to it is 
solved when we can specify the person on whom it falls, and 
whose income is diminished on account of the imposition of 
the tax. The effects of taxation, in the wider sense, mean the 
results which follow subsequent to taxation. The writers on 
fiscal science generally confine their attention to the study 
of the incidence of taxation. That has to be done in order to 
make the economic analysis fruitful. This subject is intricate 
enough to b8 dealt with by itself. But the real economic cost 
of taxation cannot be estimated without taking the effects of 
taxation into consideration. The effects of every tax are 
numerous and very farreaching, Seligman has put the whole 
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matter in a nutshell when he says that a tax may be an unmiti¬ 
gated curse, it may be necessary evil or it may be unqualified 
boon to the community regarded as a whole. The effects 
of taxation may be, and often are, more important than 
its incidence. A man may avoid the tax on salt by foregoing 
its consumption, but what he will lose in efficiency and health 
will entail a greater real burden on him than the money- 
burden of paying the tax. The tax does not fall on him, but 
his suffering is all the greater on that account. This is a simple 
illustration of what happens over the whole field of economic 
life. The convenience of the exposition requires that ques¬ 
tions of effects and incidence of taxation should not be 
mixed up. But it is wrong to overlook the effects of 
taxation when the distribution of tax-burden is under dis¬ 
cussion. Difficult as it is to trace the incidence of taxation, 
a complete analysis of its effects is more difficult still. The 
imposition of a tax has been compared to throwing a pebble in 
a still pond of water. It produces effects of ever-widening 
range till the whole social life is brought within its scope; 
and the further we recede from the centre,— the original impact 
of the tax— the more difficult it to discern or describe them. 
These difficulties are due to the essential character of 
the social life itself. But the fact remains that the real 
burden of taxation cannot be gauged without taking into 
account its incidental effects. It is hardly necessary to add 
that the study of these effects do not yield results which 
may be tabulated or illustrated by graphs. They are exceed¬ 
ingly subtle and demand the gifts of intellect and imagination 
of the highest order. The problem of the burden of taxation 
is a tangled skein. I t is exceedingly difficult to unravel it. 

These general considerations can be made a little more 
definite by applying them to particular taxes. It is not neces¬ 
sary te say more abou< the effects of taxation. The question 
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of incidence of income-tax may first b9 taken up on account of 
its simplicity. Income-tax ordinarily cannot be shifted. It 
cannot be added to the cost of production if everyone has to 
pay the tax. It is, however, possible that a class of workers 
may be in a specially advantageous position. Their standard 
of living may be high. They may cling to it tenaciously, and 
may be in a position to pass on the tax to the employer or to 
the consumers in case they are selling their services directly, 
if it trenches on their standard of living. It is not a matter of 
practical importance to consider this point more fully. It is, 
however, interesting enough to be mentioned. JThe incidence 
of the super-tax on companies is very uncertain. It is a 
corporation tax, but it has for all practical purposes to be paid 
by the shareholders. Their dividends are diminished on 
account of the payment that has to be made by the corpora¬ 
tion. It is very difficult to trace the individual shareholders 
on whom the tax falls, as they belong to different classes 
of the community. The Rfc. Hon. Herbert Samuel delivered 
an. address to the Royal Statistical Society in which he 
calculated the burden of taxation on the different classes of the 
people in the United Kingdom before and after the war. He 
did not include the exprofit duty on account of the 
imposibility of determining its real incidence. .Even if we 
have complete statistical data regarding our different classes, 
and the super-tax on companies is converted into a corporation 
tax; it will not be possible to know how its burden is distributed 
between these classes. It will hue to be left out of any calcu¬ 
lation regarding the distribution of the burden of taxation. 

The incidence of our land-revenue is a matter with regard 
to which it is possible to speculate a great deal without coming 
to any definite conclusion. The primary difficulty of finding out 
how its burden is distributed between different classes has first 
to be taken into account. As .it is a tax on land and not on the 
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holders, the calculation of the account paid by the different 
classes will always remain a matter of considerable uncertainty. 
But apart from this difficulty, it is not possible to say that it is 
never shifted. It is supposed to be a tax on surplus, and it is, 
therefore, assumed that it stays when it is put. The land-lords 
may put up their rents on account of the enhancement of their 
land-revenue demand. They may do so either because they 
were not charging full competitive rents, and are led to take 
off the ‘ slack ’ on account of the increase of the state domand. 
They may shift the burden to the cultivator even when they 
are already re.eeiving their full economic rent. The cultivators 
are in a weak position. They are, on account of the exigencies 
of economic circumstances, entirely dependent on their land¬ 
lords. It is possible for the latter to rackrent them even 
if the land-revenue demand is not increased, but the landlord is 
more likely to do so when he has to make a larger contribu¬ 
tion to the treasury. It is also possible for the cultivator to 
include the land-revenue in his price if he is producing a com¬ 
modity for which there is a persistent demand. In India, the 
cultivator will be able to do so very rarely, but this possibility 
cannot be ruled out completely. The theory of the capitalisa¬ 
tion of taxes is specially applicable to an impost like the land- 
rev -nue. In the permanently settled areas a very good case 
can lie rua e or the tax having been absorbed by the lower 
capital-value of the land. In other provinces, the variations 
in the demand make its applicability much more doubtful • but 
any approximation to the fixity of the land-revenue makes it 
theoretically justifiable to press it into our service for determin¬ 
ing the burden of the tax. The incidence of the land-revenue 
xns eadof being a simple matter, is a very puling question, 
the export, import and excise duties 
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impossible to say what is the contribution of the different 
classes. The Taxation Enquiry Committee has calculated the 
incidence of import duties on cotton goods in the case of 
rural and urban labourers by dividing their yield by the total 
population of the country. There may be no objection to 
doing so, if the object is to find out the comparative burden 
of the same class in two different years ; though even then 
this method will give us a very rough measure of their incid¬ 
ence. But if it is, on the other hand, desired to determine the 
incidence of taxation on -these classes when compared with 
other classes, then this method cannot be used. The commo 
dities liable to import duties are grouped in India under 149 
heads.. It is not possible to say with any amount of confid¬ 
ence whether these taxes fall on one class of the commu¬ 
nity or the other. This difficulty has to be reckoned with 
even if it is assumed that the consumers pay the tax. It has, 
however, been already made clear that it is not correct to argue 
on that assumption. The real incidence of these duties de¬ 
pends upon a number of factors— -the most important of which 
are the relative elasticities of supply and demand. The duties 
cannot always fall on consumers. This is particulary true of 
our export duties. The taxes on jute, rice and tea cannot be 
said to fall on the consumers of these commodities in foreign 
countries. Even in the case of the export, duty on jute it 
is not safe to take it for granted that the tax is passed on by 
producers. About the export duties on rice and tea, it may 
be said that they probably stick where they fall or the point 
of their impact also.the point of their incidence. If there 
*are any taxes with regard to the real incidence of which it 
is necessary to speak with the greatest reserve, they are 
the indirect taxes which occupy such an important place in 
our fiscal system. 

It may here be stated that it is generally not a profitable 
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purs nit to study the incidence of these taxes hy collecting 
the statistics of price-changes. The students of tariff history 
know how very misleading statistical arguments have been 
in controversies regarding the effect of tariff policies on the 
prices of commodities. A tax is generally one of the factors 
upon which the price of a taxed commodity depends ; and 
it is, in most cases, not possible to study the effect of a tax 
upon price apart from the effects of other factors. Its effect 
on the price-changes may be and often is small compared 
to .the effects of the other factors. The statistical data are, 
on this account, not very useful for answering the questions 
relating to incidence. We have mainly to depend upon ge¬ 
neral reasoning which however, pre-supposes the acceptance 
of a particular theory of value and distribution. This is 
why the subject of incidence has been a source of so much 
vexation both to the student of economics and the fiscal 
reformer. 

The incidence of stamp duties, judicial and non-judicial, 
is again a matter about which widely divergent views have 
been held. Some of these taxes are supposed to fall on the 
sellers on the assumption that they have to come to the market 
undor circumstances which leave them no choice, and it is 
not possible for them to bold out for a better bargain. This, 
however, may not be true in all cases, and the tax may fall 
on the buyers or be shared between them and the sellers. 
It is all a question of the elasticities of demand and supply ;— 
a phrase which does very useful service in the discussion 
of the incidence of these and other taxes, but does not 
give any definit e answer to the question itself. The court-fees" 
are generally taken to fall on tbe li igants themselves, as there 
is no one on whom those taxes can be shifted. It is, however, 
not quite certain whether the lit ig ante bear them in all cases. 
The money- modern for instance, whoso contribution to the re- 
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venue derived from the court-fees is by no means negligible, are 
likely to pass on the tax to the borrowers. The amount of 
money that they lose in bad debts and the legal costs of recover¬ 
ing other loans have to be included in the cost of running their 
business ; and must be a determining factor in the rate of 
interest which they charge on their loans. The monopolistic 
position which the money-lenders enjoy so often is sure to 
render it easier for them to pass on the burden of court-fees 
to their helpless clients. It is, moreover, almost impossible 
to say how the burden of these taxes is distributed between 
the different class. The Rt. Hon. Herbert Samuel in the 
address referred to above did not include even stamp-duties in 
his calculations. That is the only way of dealing with the 
question, but is also a confession of our ignorance of the 
real incidence of these taxes. 

Prof. K. T. Shah of the Bombay University has made an 
attempt to calculate the distribution of the burden of taxation 
between different classes. His conclusions with the underlying 
assumptions on which they are based may be referred to here 
to show how very arbitrary all such calculations must be. He 
takes the figures of 19£3-24 as the basis of his estimate. Dur¬ 
ing this year out of the customs revenue of Rs. 45 crores, import 
duties yielded 36 crores. export duties 5*40 crores, cotton excise 
1*88 crores and miscellaneous 2*12 crores. Prof. Shah assumes 
in the first instance that all export duties are paid by foreigners. 
Very few students of the subject will be prepared to accept this 
statement as correct. It is difficult to calculate the amount 
which falls on the foreigners But it is certainly not true 
to Say that the Indian producers do not pay any tiling what¬ 
soever in the form of export duties. He divides the receipts 
from the import duties into two classes —the amount paid by 
the richer classes only and the amount shared between the 
richer and the poorer classes. The former amount is estimated 
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by him at 12*50 crores and the latter at 28 crores. Out of 28 
crores supposed to be jointly borne by the two classes, he thinks 
l,hat 21 crores are paid by the poorer classes, and 7 crores by the 
richer that is to say in the proportion of 3:1. There is no reason 
given in support of his adoption of this ratio. The ratio of 4: 1 
or 5 : 1 or 5 : 2 could as well have been adopted. The land-re¬ 
venue and irrigation receipts in 1923-24 amounted to 41'87 crores. 
He treats the irrigation receipts as taxes. They are in some 
cases indistinguishable from them, but it is not right to reason 
about their incidence as if they are taxes in all cases. The total 


amount of 4T8 crores is, according to him, shared between the 
richer and the poorer classes almost equallv—the former con¬ 
tributing 20-37 crores, the latter 21’50 crores. These figures 
are again arbitrary, and there is nothing to be said for them. 
They are open to criticism, even if they are examined super¬ 
ficially. It is certain that the poorer cultivators contribute 
much more to land-revenue than the rich landlords. It is 
impossible to say how much more, but any estimate which 
distributes land-revenue equally between the richer and the poor¬ 
er classes is obviously wrong. The salt revenue of 8’70 crores is 
divided between the two classes in the ratio of 7 : 1. This may 
not be very far from the facts of the case; but it is even here pos¬ 
sible to say that proportion should be 10 : 1 or some other ratio 
which makes the incidence on the poorer classes heavier. Out 


of registration and forests receipts of 7 crores, the riche 
clashes are supposed to contribute 5 crores and the poorer 
crores. The stamp rovenue of 1281 crores is divided into ficrore 
for the poorer and fi‘81 crores for the richer classes. Here agai 
the division is purely hypothetical and it is not possible to giv 
any reason in its support. The incidence of income-tax is fake 
ro fall on the richer class and of excise on the poorer Th 
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and those who are above it. This twofold division can bo of 
no practical value ; but even if this fact be neglected, the 
arbitrary assumptions from which the calculations have been 
worked out robs them of any significance that they otherwise 
may have for explaining the incidence of taxation in 
India. It is, as it was stated above, certain that the 
bulk of our taxation is falling on the poorer classes. But 
such calculations cannot strengthen the case for giving them 
relief in every possible manner. They are misleading in as 
much as they ignore the complexity of the problem altogether, 
and tend to create a confidence in themselves which they do 
not deserve. 

It is not necessary to apologise for bringing in these re¬ 
finements of the theory of incidence of taxation in the discus¬ 
sion of the question and laying so much stress on its inherent 
complexity. The Taxation Enquiry Committee was well ad¬ 
vised in not undertaking any special enquiry into the economic 
conditions of the various classes for collecting the data neces¬ 
sary for calculating the burden of taxation; for such an investi- 
agtion besides being laborious and expensive, would not have given 
any results of great practical utility. Tt had, therefore, to depend 
upon general considerations on that account. The conclusions to 
which the Committee has come cannot be made the basis of fiscal 
■reconstruction. They are indefinite and of a nebulous cha¬ 
racter. The whole problem, as it has been said already, is 
baffling in the extreme. The easiest way to solve it is to say 
that it is insoluble. But this is a way of nhidicing iis 
difficulties without making an honest and earnost effort 
to overcome them. It is much better to take a more sensible 
view of the matter. The difficulties are there They 
have to be recognised and borne in muid in the study of 
the question. It is not altogether impossible to reach cor¬ 
rect conclusions with regard to the incidence of taxes if 
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we are prepared to make the necessary intellectual effort. 
But it is, a matter of the utmost importance to remember 
that the re-adjustment of taxation is not a simple matter. In 
the first lecture the distinction made by Sir Basil Blacket bet¬ 
ween a scientific system and a more scientific system was refer¬ 
red to; and it was pointed out that the distinction was significant, 
and its bearing on the problems of the future had to be duly 
appreciated. From what has been said it ought to be clear 


that it is not possible to frame a scheme of taxation which 
may be absolutely scientific, but it is possible to make the 
existing system more scientific by understanding it in its enti- 
ritv, lealising its shortcomings and introducing the necessary 
improvements after a careful consideration of their direct and 
indirect effects on the welfare of the community. But it will 
not serve any good purpose to act in ignorance of them, or 
make light of their real importance. The intricacies of inci" 
dence make it essential to cultivate a realistic attitude in our 
study of the problems of taxation. It is not enough to indulge 
in vague generalisations and advocate changes without under¬ 
standing their full effect on the system as a whole. 

These lectures may be concluded by once more empha¬ 
sising the necessity of making fiscal reconstruction a part 
of the whole scheme of national reconstruction. Taxation, pro- 
.y levied and administered, is a productive phenomenon of 
very great importance. It is time that we should consider its 
place in our national economy from this point of view. New 
opportunities of constructive work have already been opened 
which can only be fully u ilin.-d if we give up what is called 
the consumption the .ry of taxation, The view that govern¬ 
ment is merely u necessary evil and 11.a*-public revenue a net 
deduction from Uu. n o i mal dividond has been abandoned in 
theory -every wii^d »•. ah., i o»n* given up in actual prac¬ 
tice. In India, tfliW. r adopting the same attitude 
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•have become more favourable recently, and will become more 
and more favourable with the widening scope for carrying out 
policies of great social utility. Taxation can be made a means 
of promoting happiness, preventing disease and ignorance and 
creating conditions for full and wholesome life. It can, of 
course, become an instrument of oppression, ruin trade and 
industry, and lead to results’ which may be highly detri¬ 
mental to the material and moral welfare of the people. The 
work of reconstruction cannot be carried out without provid¬ 
ing for adequate safeguards against the evils which have 
always been associated with the mal-adminuCruion of taxation. 
But it is necessary to lay stress on the positive side of the 
subject as it has been utterly neglected in the past, and is not 
likely to receive sufficient attention even in the near future. 
The particular problems present issues of their own which 
have to be considered in the light of general principles and 
of the policy which is to be worked out in the entire scheme of 
taxation. It is not right to assume that these problems are 
capable of easy solution. A tax-reformer cannot obtain a free 
hand anywhere, on account of having to reckon with the survi¬ 
vals of the past. In India, this consideration present special 
difficulties as the ground for carrying out measures of radical 
reform has not as yet been prepared, and the necessary psycho¬ 
logical atmosphere for their general acceptance is practically 
non-existent. The administrative difficultie and those which 
arise out of questions regarding the proper allocation of reve¬ 
nue between different public authorities must be a serious 
obstacle in the way of giving effect to any iiscuJ policy which 
may, otherwise, commend itself on account of its intrinsic 
merits. The tax-reformer, who has thought out bin proposals 
well, is further handicapped by th3 consciousness of having to 
deal with questions with regard to which it is difficult to 
acquire an attitude of utter certainty. These aspects of the 
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matter have already been considered. But inspite of these 
difficulties, the work has to be seriously taken in hand. It has 
already suffered, because its vital importance has not been 
generally appreciated. To neglect it any longer will be a dere¬ 
liction of national duty. 
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